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I 
INTRODUCTION 


Some time ago the writer delivered a lecture at an In- 
stitute on Government Contracts on the general subject of 
contract clauses and forms.’ A surprising amount of in- 
terest developed in such matters as the source and phi- 
losophy of contract clauses; the extent to which uniform- 
ity exists within the Government; types of contracts and 
contract clauses which the average lawyer would en- 
counter; some of the contract forms in current and fre- 
quent usage; and the extent to which the content of 
clauses may be negotiated. This article is based upon 
the notes for the above mentioned lecture and its reason 
for being is the thought that information with respect to 
the matters indicated might be of assistance in under- 
standing and applying government contract clauses and 


*B.Sc., J. D., New York University. Member of the New York and Federal 
Bar. Currently Staff Procurement Specialist in the Office of the Assistant 
Secretary of Defense (Supply and Logistics); Chairman, Contract Forms 
Subcommittee, ASPR Committee, Department of Defense. Formerly attorney 
for the New York Quartermaster Procurement Agency and military procure- 
ment specialist with Army General Staff and Munitions Board. The views 
expressed in this article are the personal views of the author, and do not 
necessarily express the views of the Department of Defense or any other de- 
partment of the Government. 

1 The lecture was delivered at a session of the “Continuing Legal Education 
—— at The George Washington University Law School on March 
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in the negotiating of contracts with the Federal Govern- 
ment. 

There is always considerable pressure upon govern- 
ment lawyers and procurement officials to simplify con- 
tracts; to make them shorter; to write them in plain 
English. Some of this type of criticism is valid, but the 
fault does not always lie with either the lawyer or the 
procurement official. Contract clauses are subjected to 
continual review by departmental and interdepartmental 
groups in the light of suggestions received from the Bar, 
from industry, and upon the initiative of the Govern- 
ment, to seek simplification and uniformity. Such efforts 
must be made within the framework of statutes, regula- 
tions and the policies of a current administration— 
policies in the fields of business, economics and social re- 
lations. 


II 
SOURCES OF CONTRACT CLAUSES 


Some clauses are inserted in contracts to comply with 
statutory requirements. Such laws may take one of three 
forms. First, an act may require insertion of specific 
language, and this requirement may be general for all 
contracts or may be restricted to certain contracts only. 
Second, other statutes, while requiring the insertion of a 
contract clause, do not prescribe specific language but set 
forth the general sense and effect of the desired contract 
clause. Third, there are statutes which do not require 
literally the insertion of a contract clause, but so affect 
contracts that a contract clause must be devised to give 
effect to the law involved. 

Section 719 of the Department of Defense Appropri- 
ation Act, 1955, is an example of a statute which requires 
the insertion of specific language in military contracts: 


Hereafter, no part of any money appropriated to the Department 
of Defense shall be expended under any contract (other than a 
contract for personal services) entered into after the enactment 
of this Act unless such contract provides— 
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(1) that the Government may, by written notice to the 
contractor, terminate the right of such contractor to proceed 
under such contract if it is found, after notice and hearing, 
by the Secretary of the military department with which the 
contract is made, or his designee, that gratuities (in the form 
of entertainment, gifts, or otherwise) were offered or given 
by such contractor, or any agent or representative of such 
contractor, to any officer or employee of the Government 
with a view toward securing a contract or securing favorable 
treatment with respect to the awarding or amending, or the 
making of any determinations with respect to the perform- 
ing, of such contract: Provided, That the existence of the 
facts upon which the Secretary makes such findings shall 
be in issue and may be reviewed in any competent court, 

(2) that in the event any such contract is so terminated 
the Government shall be entitled, (a) to pursue the same 
remedies against the contractor as it could pursue in the 
event of a breach of the contract by the contractor, and 
(b) as a penalty in addition to any other damages to which 
it may be entitled by law, to exemplary damages in an 
amount not less than three nor more than ten times (as de- 
termined by the Secretary or his designee) the costs in- 
curred by any such contractor in providing any such gratu- 
ities to any such officer or employee.” 


The Renegotiation Act of 1951 ° is an example of a law 


which describes the general sense and effect of a clause 
which the Congress desires be inserted in contracts. Sec- 
tion 104 provides in part as follows: 


Subject to section 106(a) the Secretary of each Department 
specifically named in section 103(a) shall insert in each contract 
made by such Department thirty days or more after the date 
of the enactment of this Act, and the Secretary of each Depart- 
ment designated by the President under section 103(a) shall 
insert in each contract made by such Department thirty days 
or more after the date of such designation, a provision under 
which the contractor agrees— 

(1) to the elimination of excessive profits through re- 
negotiation ; 

(2) that there may be withheld by the United States 
from amounts otherwise due the contractor, or that he will 
repay to the United States, if paid to him, any excessive 
profits ; 

- Sr. 


« Fu 353 (1954), Pub. L. No. 458, 83d Cong., 2d Sess. § 719 (June 
365 Srar. 7 (1951), as amended, 65 Star. 569 (1951), 66 Srar. 753 (1952), 
68 Strat. 1116 (1954), 50 U.S.C. App. § 1211 et seq. 
#65 Srat. 11 (1951), 50 U.S.C. App. § 1214 (1952). 
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In fact, Section 104 requires the insertion of a contract 
clause in subcontracts of all levels.’ 

Sometimes statutes will set forth the general sense of a 
desired clause in such detail that it is possible to “track” 
the law in drafting a contract clause. Thus the Armed 
Services Procurement Act of 1947, Section 4(c)*° and the 
Federal Property and Administrative Services Act of 
1949, Section 304(c)* contain the following requirement: 

All contracts negotiated without advertising pursuant to author- 
ity contained in this Act shall include a clause to the effect that 
the Comptroller General of the United States or any of his duly 
authorized representatives shall until the expiration of three 
years after final payment have access to and the right to ex- 
amine any directly pertinent books, documents, papers, and 
records of the contractor or any of his subcontractors engaged 


in the performance of and involving transactions related to such 
contracts and subcontracts. 


It is a simple matter to delete from the foregoing law 
the words beginning with the word “all” and ending with 
the word “effect,” and by substituting the words “It is 
agreed,” it is possible to use the language of the statute 


as a contract clause. 

Contract clauses likewise are generated by statutes 
which affect contracts although no precise contract clause 
is prescribed. Examples of such are the act of June 25, 
1948, Sections 431-433,* which provide generally that cer- 
tain officials may not benefit from contracts; the Walsh- 
Healey Public Contracts Act,’ applying to supply con- 
tracts of more than $10,000, which provides generally 
that a contractor must be a regular dealer or manufac- 
turer of the supplies and that he pay certain minimum 
wages and observe maximum hours of employment and 
which prohibits unsanitary working conditions or the em- 


5 Ibid. See subclause (3). 
(1952) Strat. 23 (1948), as amended, 65 Stat. 700 (1951), 41 U.S.C. § 153(c) 
gS 395 (1949), as amended, 65 Strat. 700 (1951), 41 U.S.C. § 254(c) 
8 62 Sra. 702 (1948), 18 U.S.C. §§ 431-433 (1952). 


949 Star. 2036 (1936), as amended, 56 Strat. 277 (1942), 41 U.S.C. 8§ 35- 
45 (1952). 
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ployment of child or convict labor; the Eight Hour Law 
of 1912; the Copeland Anti-Kickback Act,” and many 
others. While these statutes do not necessarily prescribe 
the inclusion of a contract clause, affected government 
contracts contain certain clauses which might be said to 
implement the law. Contracts which are not affected 
normally do not contain such clauses. When dealing 
with the type of law considered in this paragraph, the 
burden is placed upon the government contracting official 
to determine administratively whether a particular con- 
tract is or is not subject to a particular law. In some cases 
where the application is relatively clear, the Government 
has assumed that burden. In others, the legal questions 
are so involved, that in all fairness to both the contractor 
and the Government, a so-called “iffy” clause has been 
devised. For example the standard clause relating to the 
Walsh-Healey Public Contracts Act commences: 
If this contract is for the manufacture or furnishing of ma- 
terials, supplies, articles or equipment in an amount which ex- 
ceeds or may exceed $10,000 and is otherwise subject to the 
Walsh-Healey Public Contracts Act as amended (41 U.S. Code 
35-45), there are hereby incorporated by reference all repre- 
sentations and stipulations required by said act and regulations 
issued thereunder by the Secretary of Labor, . . .” 
The device illustrated above serves the purpose of flag- 
ging the law for the contractor and thus bringing it to 
his attention, and at the same time relieves the contracting 
officer from making mistakes which are detrimental to 
the Government’s interest. 
Some statutes prohibit the use of certain contract 
clauses. A recent example of such legislation which ex- 
cited general interest both in and out of Government is 


10 37 [ Soe. 137 (1912), as amended, 62 Strat. 989 (1948), 40 U.S.C. §§ 324- 


1934), as amended, 54 Srat. 1236 (1940), 63 Star. 108 
(1949), 40 U.S.C. 276(c) (1952). 

12 See Article 17 of Standard Form 32 ( Nov. 1949 edition), hereinafter cited 
as SF32, which can be found in 1 CCH GoverNMENT CoNnTRACTS REPORTER 
(hereinafter cited as GCR) ¥ 18,305 (1954); Article 16 of Department of 
Defense Form 748 (1 Dec. 53), hereinafter cited as DD Form 748, 32 Cope 
Fep. Recs. § 411.604 (Rev. 1951), 2 CCH GCR { 29,683 (1954). 
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Section 632 of the Department of Defense Appropriation 
Act, 1954, which provides: 


No funds contained in this Act shall be used for the purpose of 
entering into contracts containing article 15 of the Standard 
Government Contract until and unless said article is revised and 
amended to provide an appeal by the contractor to the Court 
of Claims within ninety days of the date of decision by the De- 
partment concerned, authority for which appeal is hereby 
granted.** 


























This section is a combination of a prohibitive statute and 
one which, at least in part, also prescribes the desired 
effect of a contract clause. 

Section 4(b) of the Armed Services Procurement Act 
of 1947** and Section 304(b) of the Federal Property 
and Administrative Services Act of 1949** contain a pro- 
hibition against the cost-plus-a-percentage-of-cost system 
of contracting, which of course proscribes any contract 
clause to that effect, although it is also a general pro- 
hibition against a type of contract in its entirety. 

What are the consequences of an intentional or inad- 
vertent omission of a contract clause required by a statute 
to be inserted in a contract, and what is the effect of the 
inclusion of a prohibited clause? It has been held that 
contracts which do not contain clauses required by law, 
or which contain clauses prohibited by statute, are void,* 
and the Comptroller General has refused to authorize 
payment under such contracts for services rendered or 
materials furnished.” In this state of the law, when dis- 
covery is made that contract clauses do not conform to 
statutory requirements, the parties should take steps either 































































1367 Stat. 356 (1953), Pub. L. No. 179, 83d Cong., Ist Sess. § 632 (Aug. 1, 
1953), superseded by 68 Star. 81 (1954), Pub. L. No. 356, 83d Cong., 2d Sess. 
(May 11, 1954). 

1462 Strat. 23 (1948), 41 U.S.C. § 153(b) (1952). 
(1952). Strat. 395 (1949), as amended, 66 Star. 594 (1952), 41 U.S.C. § 254(b) 

16 United States v. Muschany, 139 F.2d 661 (8th Cir. 1943), rev'd on other 
grounds, 324 U.S. 49 (1945) ; row Louis Co. v. United States, 90 Ct. — 
1 (1939), cert. denied, 310 US. 632 (1940); cf. United States v. U.S. Cart- 
ridge Co., 198 F.2d 456 (8th Cir. 1952), cert. denied, 345 U.S. 910 (1953). 

17 Comp. Gen. Dec. ie. B-110609, Jan. 14, 1954; 22 Comp. Gen. 784 (1943) ; 
22 Comp. "ie. 400 (1942). 
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to modify the contract or to terminate it without cost to 
either party, if the contract has not been fully performed. 

Another source of contract clauses is executive orders 
issued by the President. Examples of such clauses in- 
clude the non-discrimination in employment clause,” 
which was prescribed by a series of executive orders.” 
In connection with contracts awarded under the authority 
of Title II of the First War Powers Act of 1941,” Execu- 
tive Order No. 10210” prescribes clauses relating to re- 
tention and examination of records and contingent fee 
warranties, among others. 

Occasionally, duly authorized regulations of a govern- 
ment department other than the contracting department, 
require the insertion of clauses in contracts made by some 
or all of the other government departments and agencies. 
An example of this is some of the clauses dealing with 
labor, which are prescribed verbatim by regulations of 
the Secretary of Labor.” The contract clause relating to 


18 Article 18, SF32, and Article 17, DD748, 32 Cope Fep. Recs. § 406.203-18 
(Supp. 1953) have been revised pursuant to Exec. Order No. 10557, 19 Fen. 
Rec. 5655 (1954) to read as follows: 

Non-DISCRIMINATION IN EMPLOYMENT 


(a) In connection with the performance of work under this contract, 
the Contractor agrees not to discriminate against any employee or appli- 
cant for employment because of race, religion, color, or national origin. 
The aforesaid provision shall include, but not be limited to, the following : 
employment, upgrading, demotion, or transfer; recruitment or recruit- 
ment advertising; layoff or termination; rates of pay or other forms of 
compensation; and selection for training, including apprenticeship. The 
Contractor agrees to post hereafter in conspicuous places, available for 
employees and applicants for employment, notices to be provided by the 
aan Officer setting forth the provisions of the non-discrimination 
clause 


(b) The Contractor further agrees to insert the foregoing provision in 


all subcontracts hereunder, except subcontracts for standard commercial 
supplies or raw materials. 


See Part 8 of Section 12, Armed Services Procurement Regulation (herein- 
after cited as ASPR) (1948, as amended September 17, 1954), 2 CCH GCR 
| 29,692 (1954). 

19 Exec. Order No. 9346, 8 Fep. Rec. 7183 (1943); Exec. Order No. 10308, 
16 Fep. Rec. 12303 (1951); Exec. Order No. 10479, 18 Fep. Rec. 4899 (1953) ; 
Exec. Order No. 10482, 18 Fen. Rec. 4944 (1953); Exec. Order No. 10557, 
19 Fep. Rec. 5655 (1954). 

2055 Strat. 839 (1941), as amended, 64 Strat. 1257 (1951), 66 Strat. 295 
(1952), 67 Stat. 132 (1953), 50 U.S.C. App. § 611 (1952). 

2116 Fen. Rec. 1049 (1951). 

22 See Cone oF FEDERAL REGULATIONS. 
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registration under the Neutrality Act of 1939” is depend- 
ent upon regulations issued by the Secretary of State. 
Finally, clauses are devised by the fertile brains of 
government lawyers and procurement policy personnel. 
Such clauses will be found in Standard * or departmental 
forms,” or in regulations of the General Services Admin- 
istration or the contracting department. The lawyers 
create clauses used normally to express enforceable agree- 
ments. Procurement officials, with the cooperation of 
fiscal, accounting, and other technical personnel, such as 
inspection, cataloguing, and standardization technicians, 
devise clauses which are based upon business, fiscal, and 
procurement policy. For example, the “inspection” 
clause * represents the ideas of inspection specialists as 
to what is required for proper inspection of supplies or 
services tendered to the Government in purported com- 
pliance with contract terms and specifications. The “pay- 
ments” article” represents the opinion of fiscal personnel 
as to the frequency with which payments could econom- 
ically be paid by the Government. Special clauses which 
are used in research and development contracts represent 
the business policy recommended by scientists and re- 
search experts. The “default” clause” in cost-reim- 
bursement type contracts represents a decision based upon 
business policy as to the possible effect of a more stringent 
clause upon the ultimate cost of materials and services. 


23 54 Stat. 10 (1939), as amended, 56 Stat. 19 (1942), 61 Srat. 501 (1947), 
22 U.S.C. § 452 (1952). 

24See SF32, supra note 12. SF32 is probably the most frequently used 
form in connection with fixed-price supply contracts. 

25 See DD Form 748 which is the “boiler-plate” used by the Department of 
Defense for cost-reimbursement type contracts, clauses for which may be found 
in Part 2 of Section 7, ASPR, 32 Cope Fen. Recs. § 406.200 et seg. (Supp. 1953) 
and in 2 CCH GCR {29,371 (1954). 


26 Article 5, SF32; ASPR § 7-203.5, 32 Cone Fep. Recs. § 406.203-5 (Supp. 
1953), 2 CCH GCR 29,371 (1954). 

27 Article 7, SF32; ASPR § 7-203.4, 32 Cope Fen. Recs. § 406.203-4 (Supp. 
1953), 2 CCH GCR {29,371 (1954). 

28 ASPR § 8-704, 32 Cope Fep. Recs. 407.704 (Supp. 1953), 2 CCH GCR 
1 41,864 (1954). 

29 ASPR § 7-203.10, 32 Cope Fep. Recs. 406.203-10 (Supp. 1953), 2 CCH 
GCR {29,371 (1954). 
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Normally the failure to include a clause required by 

a regulation, as distinguished from a statute, will not 

render a contract void, nor will there be objection by 

the General Accounting Office to the expenditure of 

funds obligated by such a contract.* However, in this 

respect, an executive order is given the assimilated status 

of a law.” And, in the Department of Defense, it is pro- 
vided by law that: 

Notwithstanding any other provision of law and for the purpose 

of achieving an efficient, economical and practical operation of 

an integrated supply system designed to meet the needs of the 

military departments without duplicating or overlapping of either 

operations or functions, no officer or agency in or under the 

Department of Defense, after the effective date of this section, 

shall obligate any funds for procurement, production, warehous- 

ing, distribution of supplies or equipment or related supply man- 


agement functions, except in accordance with regulations issued 
by the Secretary of Defense.* 


Ill 


EFFECT OF MILITARY, ECONOMIC, AND SOCIAL POLICIES 
ON CONTRACT CLAUSES 


Several clauses find their way into government con- 
tracts which actually have only a remote connection with 
the basic purpose of a contract. The purpose should be 
to effect government procurements under circumstances 
which are fair to both contracting parties and result in 
the timely acquisition of materials and services of proper 
quality at a reasonable price. 

There has been an increasing tendency to use govern- 
ment procurement to implement social and economic 
policies. The writer believes that it is beyond the scope 
of this article to discuss the merits of tailoring govern- 
ment procurement to counter economic dislocation, or 
to attempt the attainment of social objectives, such as non- 
discrimination in employment. The proposition is sub- 


30 23 Comp. Gen. 262 (1943). 


31 [bid. This is true as long as the executive order is mandatory in nature 
rather than directive. 


8266 Srat. 537 (1952), 41 U.S.C. § 162 (1952). 





134 THE GEORGE WASHINGTON LAW REVIEW 


mitted only to make obvious the fact that government 
contracts and contract clauses are twigs which bend in 
the winds created by such concepts. The effect of these 
philosophies is a severe headache to the draftsman of a 
government contract. Not only does the contract become 
cluttered with impedimenta which are not encountered 
in commercial contracting, but the net result is frequently 
poor and meaningless draftsmanship.* 

For example, military contracts contain a clause en- 
titled “Utilization of Small Business Concerns,” where- 
by the contractor binds himself to employ small business 
concerns to the greatest extent consistent with efficient 
performance of his contract.** This clause is generated 
by a statement of government policy contained in several 
pieces of legislation to the effect that small business con- 
cerns must receive a fair share of government contracts.” 
The purpose of the clause is laudable; it is not conceiv- 
able that our economy could function properly without 
small business concerns. But, it is difficult to see how a 
pious prayer such as the utilization-of-small-business-con- 
cerns clause helps the situation. The enforceability of such 
a covenant is doubtful to say the least, and at worst, a 
contractor might seek to escape responsibility for the acts 
of his small business concern subcontractors. The non- 
discrimination in employment clause is another of this 
group.” The underlying subject itself has been the target 
of lively controversy for many years. It would serve the 
interests of efficient contracting if the problem could be 
solved by means which do not include diversion of con- 


33 The above discussion must not be taken to mean that the writer is not in 
sympathy with the ultimate objectives; the problem is viewed only in the light 
of the methods to be used in attaining such worth-while objectives. 

34 ASPR 7-104.14, 32 Cope Fep. Recs. 406.104-14 (Supp. 1953), 2 CCH 
GCR J 29,364 (1954). 

35 § 2(b) Armed Services Procurement Act of 1947, supra note 6, 41 U.S.C. 
§ 151(b) (1952); § 302(b), Federal Prove and Administrative Services 


Act, supra note 7, 41 U.S.C. § 252(b) (1952 § 18(a), Selective Service 
Act of 1948, 62 Strat. 625 (1948), 50 U.S.C. App. § 468(a) (Supp. 1951) ; 
§ 701, Defense Production Act of 1950, 64 Strat. 815 (1950), as amended, 65 
Strat. 138 (1951), 50 U.S.C. App. § 2151 (1952); § 202 of the Small Business 
Act of 1953, 67 Strat. 232 (1953), 15 U.S.C. § 631 (Supp. 1953). 

36 See note 18 supra. 
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tracting officials from their primary functions. The 
clauses relating to the Buy-American Act™ and the pro- 
visions of appropriations acts relating to the purchase of 
domestic food and clothing, and cotton and wool, the so- 
called Berry Amendment,” are also clauses which imple- 
ment economic policies, as are most of the clauses relating 
to labor. 

National defense policies also find their way into con- 
tract clauses. Examples of clauses of this origin are those 
relating to military security requirements * and the Neu- 
trality Act of 1939. Aircraft contracts carry a clause 
forbidding the employment of aliens without the consent 
of the Secretary of the Department,“ which is based upon 
the act of July 2, 1926.” 

Several clauses inserted in procurement contracts are 
designed to protect the integrity of the procurement pro- 
cess. These are the clauses relating to the Copeland Anti- 
Kickback Act,“ the laws forbidding certain officials to 
benefit from government contracts,“ the Renegotiation 
Acts“ and the Vinson-Trammell Act“ (relating to air- 
craft and ships, generally). The same is true of the 
“gratuities” clause “ and the covenant against contingent 
fees.*° 


37 Article 14, SF32; ASPR § 7-103.14, 32 Cope Fep. Recs. § 406.103-14 
(Rey. 1951), 2 CCH GCR J 29,363 (1954). The Act itself is 47 Srat. 1520 
(1933), as amended, 63 Strat. 1024 (1949), 41 U.S.C. §§ 10a-10d (1952). 

38 ASPR § 7-104.13, 32 Cope Fen. Recs. § 406.104-13 (Rev. 1951), 2 CCH 
GCR J 29,364 (1954); see also § 733, Department of Defense Appropriation 
Act, 1955, 68 Star. 356 (1954), Pub. 'L. No. 458, 83d Cong., 2d Sess. § 733 
(June 30, 1954). 

39 ASPR § 7-104.12, 32 Cope Fep. Recs. § 406.104-12 (Rev. 1951), 2 CCH 
GCR { 29,364 (1954). 

40 See note 23 supra; ASPR § 7-104.4, 32 Cope Fep. Recs. § 406.104-4 
(Rev. 1951), 2 CCH GCR J 29,364 (1954). 

41 ASPR § 7-104.3, 32 Cope Fep. Recs. § 406.104-3 (Rev. 1951), 2 CCH GCR 
7 29,364 (1954). 

42 44 Srat. 780 (1926), 10 U.S.C. § 310(j) (1952). 

43 See note 11 supra. 

44 See note 8 supra. 

45 See note 3 supra. 

4648 Strat. 503 (1934), as amended, 49 Strat. 1926 cs) 53 Strat. 560 
(1939), 60 Stat. 867 (1946), 34 U.S.C. § 494 et seq. (1952). 

47 ASPR § 7-104. ~ 32 Cope Fep. Recs. § 406.104-16 (Supp. 1953), 2 CCH 
GCR { 29,364 (1954 

48 Article 20, SE32; ASPR 7-103.20, 32 Congr Fev. Recs. § 406.103-20 (Rev. 
1951), 2 CCH GCR 7 29,363 (1954). 
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If government contracts could be shorn of these 
extraneous matters in some way, without necessarily free- 
ing the contract from being subject to such national 
policies as are deemed by the Congress or an administra- 
tion to be wise, these contracts would compare favorably 
with good commercial documents with respect to simplic- 
ity of content, length, and quality of draftsmanship.“ 


IV 
UNIFORMITY OF CONTRACT CLAUSES AND FORMS 


It has long been a fond dream that government con- 
tract clauses should be uniform throughout the Govern- 
ment and within the bureaus of each department. While 
it is the opinion of the writer that complete uniformity 
throughout is impracticable, great strides have been made 
in achieving uniformity among the civilian departments 
and agencies on the one hand, and the military depart- 
ments on the other. 

Progress towards uniformity has not been without ob- 
stacles. There is a school of thought which questions 
“uniformity for uniformity’s sake.” This struggle has 
existed in various fields of legal endeavor for the past 
three decades; some resolution is discernible in such 
efforts as the restatements of various subjects and the 
several uniform laws although none of these uniform 
efforts appears to have completely universal acceptance 
yet. 

What are the virtues of uniformity in government 
contracts and their clauses? The writer offers at least 
nine and ventures the opinion that there are as many 
more. (1) It is a source of protection for the Govern- 
ment as vendee, in that the use of uniform contracts and 
contract clauses is some assurance against the exceeding 
of authority by contracting officials, who are agents with 
only limited authority. (2) By the same token a govern- 


488 Legislation affecting contracts could be made directly applicable without 
requiring insertion of clauses. See 68 Stat. 81 (1954). 
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ment contractor who must deal at his peril with agents 
of the Government, has reasonable assurance that such 
agents have not exceeded their authority when accepting 
a contract containing uniform clauses. (3) The use of 
uniform clauses reduces the expense and time involved 
in the study of contracts once the contracting parties have 
become acquainted with the uniform clauses. (4) Gov- 
ernment contractors dealing with more than one depart- 
ment or agency are not faced with the necessity of doing 
business several different ways, and perhaps maintaining 
three or four different systems of record-keeping and con- 
tract administration. (5) Uniformity of contract clauses 
also constitutes a reasonable assurance against discrimin- 
atory treatment against or favoritism toward contractors. 
(6) Clauses adopted for use throughout the Government 
or a large agency such as the Department of Defense rep- 
resent the best thinking of many competent people both 
in Government and industry, and whenever necessary, co- 
ordination between the respective contracting parties is 
assured; it is in effect a negotiation of contract clauses on 
a mass basis. (7) Opportunity for fraud and illegal in- 
fluence is reduced. (8) Uniformity in contract clauses 
fosters evaluation of negotiated procurements on a more 
equal basis. (9) Finally, it results in simplified training 
of personnel in both Government and industry, and thus 
is better preparation for procurement operations during 
a period of economic or military emergency. 

Of course, uniformity can be overdone; improperly 
applied it can straitjacket contracting personnel and ob- 
struct prompt, efficient, and economical procurement. 
Thus, the degree of uniformity attained must be judicious. 
For example, it is doubtful whether a uniform clause can 
or should be developed with regard to security for ad- 
vance payments because the nature of the security to be 
provided in any one case may vary so frequently. Per- 
haps for that purpose it might be sufficient for admini- 
strative regulations to prescribe that security must be pro- 











138 THE GEORGE WASHINGTON LAW REVIEW 














vided for in a contract clause and to cite a few examples 
of the type of security which would be acceptable.“ 

On the other hand, there are many clauses which can 
and should be made uniform. Before World War II, 
some degree of uniformity was attained in fixed-price 
supply contracts, lump-sum construction contracts, pur- 
chase orders, and contracts for the purchase of coal. This 
was possible because Executive Order 6166,” a Presi- 
dential reorganization document, placed authority with a 
Director of Procurement in the Treasury Department to 
determine policies and methods of procurement of prop- 
erty, facilities, structures, improvements, machinery, 
equipment, stores, and supplies “exercised by any 
agency.” The contracts referred to were set into forms, 
which were prescribed by Rules and Regulations of the 
Secretary of the Treasury and published in the Appen- 
dix to Title 41 of the United States Code.” The forms 
contained clauses which were required to be inserted in 
these particular types of contracts and the rules provided 
that the heads of agencies could prescribe any additional 
clauses deemed to be necessary, providing they were not 
inconsistent with the clauses on the forms. 

Deviations from the clauses on the forms had to be 
submitted to the Director of Procurement, who could 
authorize them with the approval of the Secretary of the 
Treasury. It is interesting to note that the current Stand- 
ard Forms 32 and 23, which deal respectively with the 
general provisions for fixed-price supply contracts and 
lump-sum construction contracts, are direct descendants 
and almost exact images of forms prescribed by the Di- 
rector of Procurement. 

These forms, then, provided for the so-called “re- 
quired” clauses. The regulations also provided that if 
it were desired to insert clauses dealing with liquidated 



























49 See ASPR R 3-504, 32 Cope Fep. Recs. § 402.504 (Rev. 1951), 2 CCH 
GCR {29,164 (1954). 


50 Exec. Oe Ne. 6166, 5 U.S.C. § 132(n) (1952). 
5144 Cope Fep, REcs. § 54 (Supp. 1953), 41 U.S.C. App. (1952). 
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damages, approvals, patents, and subcontracts for com- 
pleted items, clauses set out in the regulations must be 
used. It is obvious that this left wide open a large area 
of clauses which might be inserted in fixed-price supply 
and lump-sum construction contracts, and left completely 
non-uniform the clauses to be inserted in cost-reimburse- 
ment type contracts, research and development contracts 
and contracts for personal services, among others. Also, 
since most contracts were let pursuant to formal adver- 
tising (the sealed-bid method) in accordance with exist- 
ing law, negotiated contracts were considered to be more 
or less exempt from the regulations, which addressed 
themselves to “formal” contracts. 

With the advent of the national emergency of 1939 
and two years later, World War II, uniformity in con- 
tract clauses upon a government-wide basis became vir- 
tually non-existent. Notably, Title II of the First War 
Powers Act of 1941 * authorized the making and modi- 
fication of contracts without regard to existing law, and 
by several executive orders,” the application of the Act 
was extended to many agencies, including old line depart- 
ments, which had anything at all to do with the prosecu- 
tion of the war. Heavy reliance was placed upon this 
authority to expedite procurement because the procure- 
ment law of that time was not at all as flexible as current 
law. For the military departments, this condition re- 
mained unchanged until the effective date of the Armed 
Services Procurement Act of 1947, which was May 19, 
1948. 

When the military departments commenced purchas- 
ing supplies and services (which under the law included 
construction work) under that Act, it was considered that 
the authority to administer the Act included the author- 
ity to prescribe clauses and forms, as well as types of con- 


52 See note 20 supra. 
53 See 50 U.S.C. App. § 611(n) (1952). 
54 See note 6 supra. 
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tracts. That was done in the Armed Services Procure- 
ment Regulation.” However, it is interesting to note 
that the “required” clauses for fixed-price supply con- 
tracts were in most respects identical to those contained 
on Standard Form 32.” 

The Federal Property and Administrative Services 
Act of 1949 * created the General Services Administra- 
tion, and with respect to most civilian agencies, the func- 
tions previously assigned to the Director of Procurement 
of the Treasury Department were in effect assigned to the 
Administrator of General Services.* For the civilian 
agencies, Title III of that Act is a parallel to the 
Armed Services Procurement Act. Although the Federal 
Property and Administrative Services Act provides that 
it shall not in any way affect the administration of the 
Armed Services Procurement Act by the military Secre- 
taries,” the Department of Defense and the General 
Services Administration have engaged in an effort of co- 
ordination looking toward government-wide uniformity 
to the greatest extent practicable, in contract clauses and 
forms. 

Thus, Regulations of the General Services Administra- 
tion have again prescribed the use of Standard Form 32 
in much the same manner as the previous regulations of 
the Treasury Department, and have authorized, but not 
required its use in negotiated contracts.” In a cooperative 
effort, Standard Form 23 was brought up to date and is 
in mandatory use in both civilian and military depart- 


55 Issued by the Procurement Secretaries of the Army, Navy and Air Force, 
jointly, on May 19, 1948. By directive of the Secretary of Defense, ASPR 
was adopted as a regulation of the Department of Defense on December 1, 
1952, pursuant to 41 U.S.C. § 162 (1952). See note 32 supra. 

56 Compare ASPR § 7-100 et seg. 2 CCH GCR J 29,360 (1954) with SF32. 
(iss) Stat. 377 (1949), as amended, 65 Stat. 700 (1951), 66 Srar. 593 

5863 Strat. 380 (1949), 5 U.S.C. § 630a (1952). 

5963 Strat. 393 (1949), 41 U.S.C. §§ 251-260 (1952). 
cigs Strat. 401 (1949), as amended, 64 Star. 583 (1950), 40 U.S.C. § 474(3) 

61 Regulations of the General Services Administration, Title I, § 209.02b, 
2 CCH GCR {24,858 (1954). 
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ments in lump-sum construction contracts.” The military 
departments prescribe the use of Standard Form 32 in 
fixed-price supply contracts and in fact also use that form 
in most negotiated fixed-price supply contracts.” 

However, as long as the Congress continues to find it 
necessary to legislate requirements for contracts which 
are peculiar to defense contracts, and as long as the De- 
partment of Defense has to carry out a mission of pro- 
curement as staggering and varied as the present one, 
military contracts cannot be on all fours with those of 
the civilian agencies, which spend together less than 
15% of procurement funds. Thus, there are five clauses 
in the current edition of Standard Form 32 which can- 
not be used by the military departments and other clauses 
which are mandatory upon and “boiler-plate” in the 
military departments but which are not in use at all in 
the civilian agencies. 

In the military departments, there are also a number 
of clauses which come into use only in certain contracts, 
sometimes based upon the dollar amount of the contract ;“ 
sometimes based upon whether the contract is negotiated 
or advertised ;* sometimes based upon the nature of the 
contract.” The Department of Defense is striving con- 
stantly to build up its regulations as to such clauses, so 
that when the need appears for insertion of a clause in a 
contract relating to a particular subject—for example, a 
warranty clause against defects discovered after delivery 
and acceptance—a uniform clause will be used for the 
purpose. 

In looking at the situation today, consideration must 

62 General Regulation 13 of the General Services Administration, 2 CCH 
GCR {24,965 (1954); ASPR § 16-008, 32 Cone Fep. Recs. § 415.008 (Supp. 
1953), 2 CCH GCR {[29,932A (1954). 

63 Army Procurement Procedure § 16-1602 (May 1954 edition), 1 CCH 
GCR {20,991 (1954); Navy Procurement Directive § 4-201 (1952 edition) ; 
Air Force Procurement Instruction § 16-051 (2 Dec. 1954 edition). 

64 For example, see Article 17, SF32; see also 32 Cope Fen. Recs. § 406.203-17 


(Supp. ee 2 CCH GCR {29,683 (1954 


}- 
65 See ASPR 7-104.15, 32 Cope Fep. Recs. 406.104-15 (Supp. 1953), 2 CCH 
GCR 20,304 (1954). 


66 See note 29 supra re classified contracts. 
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be given to the fact that Title II of the First War Powers 
Act of 1941 is again in effect, in slightly amended form.” 
There are several other agencies outside of the Defense 
Department which are again authorized to make and 
amend contracts without regard to existing law if by so 
doing the national defense would be facilitated.” Fi- 
nally, certain other agencies, such as the Atomic Energy 
Commission, in addition to having authority under that 
Act,” have considerable latitude in the matter of pro- 
curement and procurement contracts by the provisions of 
the laws which created them.” 

What then is the situation today? The old line civilian 
agencies are using the required clauses on Standard Form 
32 for fixed-price supply contracts entered into by formal 
advertising, and are probably also using those clauses 
and that form for their negotiated contracts (which are 
relatively few). However, if any clauses are used which 
are in addition to those contained on Standard Form 32, 
there is little, if any, uniformity among the civilian de- 
partments. For the open-end contracts entered into by 
the General Services Administration (which cover about 
90% of the dollar amount of contracts let by that agency), 
the GSA uses its forms numbered 281(b) and (c) which 
contain among others the clauses found on Standard 
Form 32. 

In the military departments, most of the clauses on 
Standard Form 32 are in use for both negotiated and 
fixed-price supply contracts, and Standard Form 32 itself 
is prescribed for use in such contracts. In addition there 
is an ever-growing body of contract clauses which have 
been made uniform for optional or occasional use. These 
clauses are set forth in the Armed Services Procurement 


67 See note 20 supra. 

68 See 50 U.S.C. App. § 611 (note) (1952). 

69 [bid. 

7° Atomic Energy Act of 1946, 60 Stat. 755 (1946), as amended, 42 U.S.C. 


§ 1801 et seg. (1952); Tennessee Valley Authority Act of 1933, 48 Srar. 58 
(1933), as amended, 16 U.S.C. § 831 et seg. (1952). 





GOVERNMENT CONTRACT CLAUSES 143 


Regulation.” The Department of Defense also has uni- 
form clauses and forms for cost-reimbursement type con- 
tracts, and such specialized contracts as the master ship 
repair contract, contract for stevedoring services, utility 
contracts, and so on.” There are also uniform clauses 
prescribed for contracts for personal services.” It ap- 
pears to be the plan of the Department of Defense to 
publish forms containing uniform clauses wherever pos- 
sible, even to the extent of including on such forms cer- 
tain of the optional clauses which are in frequent use. 
In that way, when the optional clauses are used, there 
will be assurance that the uniform clause is used. 

Having discussed briefly the existing situation in 
civilian agencies and in the military departments, it might 
be of interest to look at one of the government agencies 
which seem to fall in a limbo between the military and 
civilian. The best example is the Atomic Energy Com- 
mission. Most of its contracts, even today, are cost-reim- 
bursement type contracts, because of the magnitude of 
the amounts involved and because of the greater insur- 
ance against security leaks. Although uniform clauses 
have not been published to date, a large measure of uni- 
formity is attained by frequent conferences among the 
legal staff."* By and large, however, the counsel on the 
job are entrusted with the task of getting out a proper 
contract, which, at the same time complies with the law 
and fits the necessities of the situation. 

The greatest degree of Government-wide uniformity 
appears to exist in the lump-sum construction contract,” 
which is used by the military as well as civilian agencies. 

A great deal of work has been done in the matter of 


71 ASPR § 7, 32 Cope Fen. Recs. § 406.100 et seg. (Rev. 1951), 2 CCH GCR 
7 29,350 (1954). 

72 ASPR § 16, 32 Cope Fep. Recs. § 415.000 et seg. (Supp. 1953), 2 CCH 
GCR 29,925 (1954). 

73 ASPR § 7-500 et seq., 32 Cope Fev. Recs. § 406.500 et seq. (Supp. 1953), 
2 CCH GCR J 29,380 (1954). 

74It is understood that a manual of contract clauses is in the final steps 
of printing. 

75 Standard Form 23, 1 CCH GCR § 18,201 (1954). 
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standardizing purchase orders, which are generally used 
for small purchases. While these forms do not normally 
present problems for lawyers, it is of interest to note that 
more than 95% of the procurement actions by govern- 
ment agencies amount individually to $5,000 or less. The 
simplification and standardization of forms for that pur- 
pose is a source of comfort to the small and large business- 
man alike, and results in substantial savings to the Gov- 
ernment in the matter of man-hours and administrative 
effort and expense. Aside from questions of form design 
and the contents of the form, one of the problems in 
standardizing such small purchase orders is to determine 
just which, and how many, contract clauses may be 
omitted from the form without violating some law or 
other. These clauses have been reduced to nine in the 
Department of Defense, all of which are on the back of 
the form, so that in a purchase of $5,000 or less, a con- 
tractor should now receive a single sheet of paper with 
only such continuation sheets as are necessary to list sep- 
arate items. None of the civilian agencies make pur- 
chases for more than $1,000 with a purchase order, and 
most are limited to $500 in their so-called “open- market” 
purchases.” 


V 


TYPES OF CONTRACTS AS THEY AFFECT CONTRACT 
FORMS AND CLAUSES 


All contracts are either formally advertised or negoti- 
ated.” Formal advertising, which in the laws pertaining 
to procurement is called simply “advertising,” is a process 
of procurement, whereby an invitation for bids is sent 
to certain people and firms.” Addressees of an invitation 
for bids are composed of those persons and firms on a 
bidders’ mailing list for the supplies which the Govern- 


76 See § 1311, meng Aporopeimtire Act, Po 366. Stat. 830 (1954), 


, 2d Sess. §1311 (Aug. 26, 1 
ie) and 252(c) (1952). 
7841 U.S.C. §§ 152(a) and 253(a) (1952). 
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ment desires to procure. Persons and firms get on a bid- 
ders’ mailing list by application to be placed thereon. 
Sometimes contracting officers will also send invitations 
to firms not on the list if they believe that such firms can 
supply the Government’s requirements. Anyone learning 
of the existence of an invitation for bids can request a set 
of specifications, etc. and submit a bid.” A great deal of 
publicity is disseminated concerning invitations for bids 
(as well as awards) through 6,000 outlets of the Depart- 
ment of Commerce and in various trade journals and 
other commercial services which specialize in that type 
of information.” Basically, the invitation requests that 
an offer be made to the Government to furnish the sup- 
plies and services indicated upon the terms set forth in 
the invitation for bids. Attached to the invitation, or 
incorporated by reference, are the terms, provisions, and 
specifications of the proposed contract, and it is among 
these attachments or references that the contract clauses 
are to be found. 


If a bid is submitted, it must be sealed and remain 
sealed until a specified opening date and time, at which 
time it is publicly opened and either read or made avail- 
able for inspection by all interested persons present at 


81 


the opening.” The bid must conform to the terms and 
specifications.” The successful bidder will receive a 
paper known as an “Award.” It states simply that the 
bidder is awarded a contract in response to his bid and 
that the invitation for bids and attachments (and amend- 
ments, if any) and the award, together, constitute the con- 


79 ASPR § 2-204, 2 CCH GCR Jf 29,064 (1954), 32 Cope Fep. Recs. 401.204 
(Supp. 1953) ; Regulations of General Services Administration, Title I § 206.00, 
summarized in 1 CCH GCR 2,002 (1954). 

80 ASPR § 2-206, 32 Cope Fep. Recs. § 401.204 (Supp. - 2 CCH GCR 
1 29,066 (1954) ; ASPR § 2-408, 2 CCH GCR { 29,088 (1954). 

81 oy U.S.C. §§ 152(b) and 253(b) (1952). 


83 Standard Form 26, 1 CCH GCR { 18,235 (1954). There is also a “combi- 
nation” type form in which the “Award” is executed on the same paper as the 
invitation for bids and the bid itself. The procedure in using this latter form 
is not different, and the attachments are the same. Its use is more frequent in 
the civilian agencies than in the military. Standard Form 33, 1 CCH GCR 
7 18,311 (1954). 
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tract. The bidder has signed the bid; the contracting 
officer has signed the award, and the two instruments to- 
gether constitute an integrated contract. Thus in a form- 
ally advertised procurement using the Standard Form 
series of forms there is no one instrument signed by the 
contracting parties, commencing ‘“Witnesseth,” or “It is 
agreed,” such as is normally encountered in commercial 
contracting.™ 

Now, in this type of contract, where are the contract 
clauses? If they are set forth at length, there will be, 
first of all, a Standard Form 32 attached to the invitation 
for bids. Often, and particularly in the civilian agencies, 
the Standard Form 32 is not attached, but in that portion 
of the invitation called the “Schedule,” a statement will 
be found to the effect that Standard Form 32 (1949 Edi- 
tion, currently) is incorporated by reference, and that 
upon application to the purchasing office a copy may be 
obtained if it is not already in the possession of the con- 
tractor.” 

The Schedule is an important paper. In it will be 
found much information of an instructional or adminis- 
trative nature, such as, how many copies of an invoice 
must be filed for payment, as well as packaging, marking, 
and shipping information. Additional contract clauses 
may be found there, together with an alterations-in-con- 
tract clause which stipulates that clauses numbered so and 
so on such and such a form attached or referenced, are 
not applicable to the contract; usually there will be a 
substituted clause which is made applicable. These are 
the deviations from some Standard or standardized 
form.” Attached to the Schedule may be other forms be- 


84 After the bid opening date, a bid may not be withdrawn until the time 
for acceptance has expired. Refining Associates v. United States, 109 F. Supp. 
259 (Ct. Cl. 1953). 

85 General Services Administration Regulations, Title I § 209.02(d), 2 CCH 
GCR {24,858 (1954). 

86 Standard Form 31, 1 CCH GCR J 18,301 (1954). 

87 A “standard” form is one issued for government-wide use by the General 
Services Administration, approved by the Bureau of the Budget, and when neces- 
sary, the Comptroller General. A “standardized” form is one promulgated by a 
government department for use within that department. 
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sides the Standard Form 32. These will be the standard- 
ized forms of a particular department or bureau or 
agency, or even of the particular purchasing office which 
has issued the invitation. 

It is of utmost importance to run through the Schedule 
very completely, and to note carefully all forms, regu- 
lations, or laws which are specifically incorporated by 
reference, and especially, federal, military, or other speci- 
fications. Only the precise edition of the forms or speci- 
fications mentioned should be utilized as a reference. 

As a general rule in the Department of Defense, it is 
the consensus that there is not much to be gained by in- 
corporating documents or regulations by reference, and 
most of the time all the necessary papers will be appended 
to the contract, mainly for the convenience of contrac- 
tors, but also to prevent disputes as to the clauses and 
conditions and specifications which actually apply to a 
contract. However, where it is absolutely necessary to 
make an extended document part of a contract, such a 
document will be incorporated by reference in a contract 
clause. For example, the termination clauses * and gov- 
ernment-property clauses “ incorporate extensive portions 
of the Armed Services Procurement Regulation by ref- 
erence; the military-security-requirements clause” in- 
corporates a manual on industrial security; cost-reim- 
bursement type contracts incorporate a section of the 
Armed Services Procurement Regulation which contains 
the contract cost principles.” 

Negotiated contracts are those which are entered into 
through a process of negotiation, much the same as is 
done in the average commercial transaction. In negoti- 
ated contracts of the Department of Defense of significant 
dollar value, there is normally a single, two or multi- 


88 See ASPR § 8-600 et seg., 32 Cope Fep. Recs. § 407.600 et seg. (Supp. 
1953), 2 os hay 7 41,835 (1954). 

89 See ASPR § 13-500 et seq., 32 Cove Fen. Recs. § 412.500 et seq. (Rev. 
1951), 2 CeH GCR 29,741 (1954 ). 

90 See note 39 supra. 

91 Section 15, 32 Cope Fep. Recs. § 414.000 et seg. (Supp. 1953). 
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signature contract on a form numbered DD Form 351, 
and the entire contract will be contained therein.” Of 
course, there will be various sheets inserted between the 
cover sheet and the signature page, some of which may 
be departmental and local forms. However, the civilian 
agencies are authorized to use the same forms for negoti- 
ated contracts as they do for formally advertised con- 
tracts. 

The reason the Department of Defense uses a different 
set of forms for negotiated procurements is that when 
negotiated procurement came into use extensively fol- 
lowing the Korean incident, contractors complained that 
they were unaware of the fact that their bids would be 
negotiated. In the Department of Defense, a form has 
been designed for the smaller negotiated procurements 
which operates substantially like the process for formal 
advertising (except of course, the offers are not sealed 
nor publicly opened) ; however, the forms are recogniz- 
ably different so that there will be little opportunity for 
a careful contractor to be confused.” 


VI 
VARIATION OF STANDARD CONTRACT CLAUSES 


It has previously been indicated that certain contract 
clauses are required to be inserted in contracts by law, 
regulation, and departmental procedures.“ With respect 
to such clauses, often called the “boiler-plate,” the ques- 
tion frequently arises as to the possibility of deviation. 

In formally advertised contracts, there is no possibil- 
ity of material deviation for an individual bidder from 
the contract clauses proposed by the Government in the 
invitation for bids. Since the bids are sealed and opened 
publicly at a specified time and place, it would be im- 

*ASPR § 16-005, 2 CCH GCR {| 29,929 (1954), 32 Cope Fev. Ress. 
§ 415.005 (Supp. 1953). 

%3 Department of Defense Forms 746, 746-1 and 746-2. See ASPR 16-013, 
32 Cove Fep. Recs. § 415.013 (edition to be published), 2 CCH GCR [29,933c 


(1954). 
%4 See part II of this article. 
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possible to grant the deviation prior to the opening. To 
grant it after the opening would destroy the system of 
competitive advertised bidding. If a contractor can show 
to the satisfaction of the procurement officials that a devi- 
ation should be granted in a particular procurement, each 
bidder must be given an opportunity to bid on the basis 
of the substituted clause. 

In negotiated contracts, there is no inflexible rule which 
warrants the strong language used by Justice Douglas in 
his dissenting opinion in the Wunderlich case.” To para- 
phrase him, it is not always necessary that “those who 
contract with the Government must turn square corners.” 
Contracting officers do not act as “tyrants,” nor are they 
“stubborn, perverse, or captious.” 

At the same time, however, it must be remembered that 
such clauses as are required by law must be in the con- 
tract. Pushing a contracting officer too hard in the quest 
for a deviation might result in the issuance of a contract 
which may be held to be void because it does not comply 
with the law. On the other hand, the Comptroller Gen- 
eral has held that the contractor is bound by a contract 
clause, at the option of the Government, even though its 
use may have been unauthorized.” 

By regulation, some clauses may be varied by desig- 
nated procurement officials. As to these negotiation is 
perfectly proper. For example, the percentage of the 
fixed-fee to be retained in a cost-reimbursement type con- 
tract is variable. As to other clauses, deviations must usu- 
ally be obtained at the Secretarial level, a time-consuming 
process. 

In those cases where deviation is not prohibited by law 
or otherwise, the best bargaining position for obtaining a 
deviation, generally is to be able to convince the contract- 
ing officer that there exists a dilemma where the item in- 
volved is not obtainable anywhere else. If the Govern- 


95 United States v. Wunderlich, 342 U.S. 98, 101 (1951). 
%6 Comp. Gen. Dec. No. B-107063, Feb. 27, 1952. 
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ment needs the item badly enough, a deviation is possible. 
Otherwise, what is good for all other contractors will 
have to suffice for the applicant for the deviation. 

In general, a deviation should not be sought on the 
basis of semantics or theory; the deviation should mean 
dollars and cents to contractors, or, as in the case of some 
patent situations, failure to obtain the deviation would 
mean serious disruption of personnel policies and employ- 
ment contracts of long standing. 
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THE REPUDIATION OF PATENT LICENSE 
AGREEMENTS 


L. B. DODDS* 


In recent years there has developed an alarming tend- 
ency on the part of patent licensees, particularly if in 
economic difficulties, to attempt unilateral repudiation 
of patent license agreements. Such attempts at repudi- 
ation may be made expressly, e.g., by a formal notice of 
repudiation, or may be made impliedly as in the defense 
of invalidity in a suit on the license contract for delin- 
quent royalties. These attempts usually are bottomed 
upon the licensee’s dissatisfaction with the bargain he 
made at the time he signed the license; for example, 
where he feels that the royalty rates are too high. Asa 
result, the licensee (or his attorney) may then try to 
rationalize the attempted repudiation on some legal 
theory. Certainly, if a licensee can so unilaterally re- 


pudiate a license agreement because he considers the 
royalties too high, on the principle of mutuality the li- 
censor should likewise have the right to repudiate if 
conditions have changed so that the royalties appear too 
low. However, no case has been found in which a licensor 
has been sufficiently bold as to attempt such a novel 
action. 


Eviction or Failure of Consideration 


Essentially a patent license agreement is a simple bi- 
lateral contract not unlike any other contract dealing 
with property rights. Its repudiation by either party 
must be governed by the time-honored bases for the 
repudiation of contracts, e.g., fraud in its inducement or 
failure of consideration. However, the majority of the 
cases dealing with the licensee’s attempt to repudiate his 
license have paid scant regard to basic legal principles 

* Member of the New York Bar; Vice-President of Hazeltine Corporation; 


LL.B., 1930, The George Washington University Law School. 
[151] 
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and have rested their decisions almost entirely on the 
precedents of earlier decisions or upon certain general 
equitable principles. Since the issue usually presented 
in a suit on such a patent license agreement is one at law 
for money damages, it is questionable whether the rules 
of equity are applicable. 

In those few cases in which the court or the parties 
have invoked general legal principles to support repudi- 
ation by the licensee, they have usually referred to the 
defense of eviction or failure of consideration because of 
the invalidity of the licensed patents. Such theory is 
completely untenable; particularly is this true in the 
case of nonexclusive licenses. The Supreme Court has 
described a nonexclusive license as merely an immunity 
from suit. Thus, in the case of Henry v. A. B. Dick, 
that Court said: 

. As a license passes no interest in the monopoly, it has been 


described as a mere waiver of the right to sue by the pat- 
entee....* 


Clearly, if the licensor has not sued the licensee for in- 
fringement, as is usually the case, the licensee has re- 
ceived exactly what he bargained for—freedom from 
suit—and cannot plead failure of consideration. In the 
case of Jungersen v. Morris Kaysen, the court said: 


... In this State, it was held in Hardwick v. Galbraith, 147 Pa. 
333, in which the invalidity of a patent as a failure of consid- 
eration was pleaded as a defense to a suit for royalities under a 
non-exclusive licensing agreement, our Supreme Court held the 
defense insufficient, saying: “The agreement which they signed 
did not grant them a monopoly, and they must have so under- 
stood it, if they had common sense, and that is to be presumed. 
It was a mere license to use plaintiff’s process in their own mill. 
The plaintiff had the right to grant a similar license to every 
other carpet mill in the country, and its exercise could do the 
defendants no injury of which they could justly complain. They 
received just what they bargained for, and no sufficient reason 


1224 U.S. 1, 24 (1912). This case was overruled on its main point in 
Motion Picture Patents Co. v. Universal Film Co., 243 U.S. 502 (1917), but 
the quoted definition of a patent license was reaffirmed by Mr. Chief Justice "Taft 
together with a unanimous court in De Forest Radio Telephone Co. v. United 
States, 273 U.S. 236, 242 (1927). 
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appears why they should not pay the plaintiff what they agreed 
to pay him.”? (Emphasis added.) 


The United States Court of Appeals for the First Cir- 
cuit dismissed an attempt to support unilateral repudi- 
ation on the ground of eviction in the case of Automatic 
Radio Co. v. Hazeltine Research, Inc.* on the wholly 
different ground that an adjudication of invalidity by 
one court did not ipso facto expunge the patent, saying: 


It may be that the defense of eviction or failure of consideration 
raises a question of local law... . 


Even if Automatic had properly presented this defense, we 
do not think it could be sustained where a non-exclusive license 
is concerned. Without attempting a full discussion of the doc- 
trine of eviction, we may assume for present purposes that, 
where an exclusive license is granted and the patent is held in- 
valid, even by a lower court, in a suit between the patentee- 
licensor and a third party, the licensee may successfully claim an 
eviction. An exclusive license agreement may be said to pre- 
suppose a grant to the licensee of a complete monopoly; if the 
patent is not upheld in even one suit against an infringer, the 
desired monopoly is pro tanto destroyed, and there may be said 
to be a failure of consideration. . . . But where the license, as 
here, is non-exclusive, this argument is inapplicable. 

To hold that a non-exclusive licensee may base a defense of 
eviction on lower court judgments of invalidity in suits between 
the patentee-licensor and third parties would seem inconsistent 
with the principles recognized in Triplett v. Lowell,... There 
it was held that, even though in an earlier infringement suit 
against a third party some claims of a patent had been held 
invalid and the patentee had failed to disclaim them, the patentee 
might still maintain a suit against another alleged infringer for 
infringement of those same claims as well as other claims. . . 
In short, a holding by one lower court that a patent is invalid 
is hardly a conclusive determination of that patent’s invalidity 
and hence the “worthlessness” of a non-exclusive license of that 
patent... .‘ 


Decisions of State and Federal Courts in New York 


The issue under consideration has usually arisen in suits 
on a license contract for the collection of delinquent 
royalties which, in the absence of diversity of citizenship, 


295 U.S.P.Q. 162 Big C.P. 1952), aff'd, 173 Pa. Super. 114, 95 A.2d 347, 
97 U.S.P.Q. 244 (1953 


3). 
3176 F.2d 799 Ot Cir. 1949), aff'd, 339 U.S. 827 (1950). 
4Id. at 807. 
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is within the jurisdiction of the state courts and to which 
state laws apply. An exhaustive review of the reported 
decisions on this issue, of both the federal and state courts 
as early as 1875, confirms the fact that the New York 
courts have passed upon this question the greatest number 
of times; consequently, their views may be considered of 
first importance. 

The great weight of decisions by courts sitting within 
New York, both state and federal, is that, in the absence 
of exceptional circumstances, the licensee does not have 
the right to repudiate his license agreement unilaterally 
—that is, without the consent of the licensor.° The ap- 
plicable rule of law was particularly well expressed in 
American Street Car Advertising Co. v. Jones.’ In that 
case there was involved a parole license agreement under 
a single patent relating to street car signs. The licensee 
performed and paid royalties for a period but then 
claimed that it was no longer using the licensed inven- 
tion. The licensor’s assignee brought an action in equity 
to enforce the license agreement and for an accounting 
for royalties. In granting plaintiff the relief requested, 
the court said: 

This action can be maintained in equity because the license was 
granted, went into effect, and both parties recognized and acted 
under it. It could not be revoked or ended except by mutual 


consent. The defendants have never consented to its revocation. 
True, they say the patent was invalid, but this is not an assent 


5 Holmes v. McGill, 108 Fed. 238 (2d Cir. 1901); Lathrop v. Rice and 
Adams Corp., 17 4 Supp. 622, 33 U.S.P.Q. 72 (W.D.N.Y. 1936); American 
Street Car Adv. Co. v. Jones, 122 Fed. 803 (N.D.N.Y. 1903); Skinner v. 
Wood, 140 N.Y. 50, 35 N.E. 491 (1893); Hyatt v. Ingalls, 124 N.Y. 93, 
26 N.E. 285 (1891) ; Hyatt v. Dale Tile Mfg. Co., 106 N.Y. 651, 12 N.E. 705 
(1887), aff'd, 125 U.S. 46 (1888); Marston v. Swett, 66 N.Y. 206 (1876) ; 
Hazeltine Research Inc. v. De Wald Corp., 276 App. Div. 1001, 95 N.Y.S.2d 
772, 85 U.S.P.Q. 222 Cs Dep’t 1950), reversing 84 N.Y.S.2d 597, 79 U.S.P.Q. 
446 (Sup. Ct. 1948); Heller Inc. v. Lassner Co., 214 App. Div. 315, 212 N.Y. 
aa 175 (lst Dep't 1925); Martin v. New Trinidad Lake Aspalt Co., 182 

App. Div. 719, 170 N.Y. Supp. 234 we Dep’t 1918); Skidmore v. Fahys 

atch-Case Co., 28 App. Div. 94, 50 N.Y. Supp. 1016 (1st Dep't aed Elgin 
Nat. Watch Co. v. Bulova Watch Co., 93 U.S.P.Q. 391, 94 U PQ. 218 
(N.Y. Sup. Ct. 1952); Bucky v. Sebo, 95 N.Y.S.2d a 88 USPO. 161 
(Sup. Ct. 1951); Maitland v. Drew, 14 N.Y. Mise. 35 N.Y. Supp. 249 
(C.P. 1895); Marsh v. Dodge, 4 Hun 278 (N.Y. A, Ct. 4th Dep't. 1875). 


6 122 Fed. 803 (C.C.N.D.N.Y. 1903). 
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to a revocation of the license. This license was exclusive. The 
defendants have not repudiated or given notice of a repudiation 
of the license except by the answer denying its existence. The 
defendants, under the facts of this case, are presumed to have 
constructed these racks under and in pursuance of the license. 

.A license not expressly limited in duration continues until 
the patent expires or the license is forfeited, if not terminated 
by mutual consent. St. Paul Plow Works v. Starling, 140 U.S. 
196, 11 Sup. Ct. 803, 35 L. Ed. 404; Hartell v. Tilghman, 99 
U.S. 556, 25 L. Ed. 357. A royalty contract is not ended by 
a failure to pay royalties. White v. Lee (C.C.) 3 Fed. 222. 
This overrules Brooks v. Stolley, 3 McLean, 523, Fed. Cas. No. 
1,962. It seems clear, therefore, that, unless barred by laches, 
the complainant is entitled to the relief demanded.’ (Emphasis 


added. ) 
The case of Lathrop v. Rice & Adams Corp.* presented 
strikingly similar facts. The parties had been involved 
in a prior infringement litigation and, to settle the earlier 
suit, the defendant had made a settlement payment and 
had taken a license. A decree was entered finding spec- 
ified claims of a large number of patents valid and in- 
fringed. The defendant paid royalties for about five 
years but then refused to make further payments, con- 
tinuing however to use the same patent marking. The 
defendant alleged in its answer that it was not using 
any of the licensed inventions and counterclaimed to re- 
cover royalties paid. The court gave judgment for plain- 
tiff holding that the defendant would not be permitted 
to show the invalidity of the claims included in the 
settlement decree.° 
It is true that nine of the cases cited in the following 
footnote contain dicta indicating that a licensee may re- 
pudiate under certain extreme circumstances by unequiv- 


7 Id. at 808. 
817 F. Supp. 622, 33 U.S.P.Q. 72 (W.D.N.Y. 1936). 


9 Jd. at 624, the court said: “If any of those claims [involved in the settlement 
decree] are involved in the present action, the defendant will not be permitted 
either to show invalidity or that it is not infringing as to any features of its 
present machines or dairy equipment that were in its machines at the time the 
contract was entered into. Kessler v. Eldred, 206 U.S. 285, 27 S.Ct. 611, 
51 L.Ed. 1065.” The Court, at 626, further stated : “Even though the patents 
were entirely invalid, there was adequate continuing consideration to sustain 
the agreement and to compel defendant to pay, royalties until an unequivocal 
notice of repudiation was given to the licensor.” 


2 
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ocal notice to the licensor.” However, it is interesting to 
note that in each of these nine cases the court found that 
any alleged notice of repudiation failed to meet the rigid 
requirements of such notice or that the circumstances 
otherwise were not such as to justify repudiation by the 
licensee, and in each case the license was enforced despite 
the licensee’s attempted repudiation. 

Only two New York cases have been found in which 
the decision actually permitted the licensee to repudiate 
its license. The first of these is Brown v. Lapham™ where 
the court denied plaintiff's motion for preliminary in- 
junction and required the licensor to go to trial on the 
issue of the validity of the patent involved. No author- 
ities were cited by the court in support of its holding 
and it represents an outpost case contrary to the clear 
weight of authority. The other case is Ross v. Fuller & 
Warren Co.” in which case the plaintiff had granted the 
defendant an exclusive license under a single patent on a 
sanitary furnace. The defendant, as exclusive licensee, 
brought an infringement suit against a third party in 
Massachusetts in which suit the patent was held wholly 
invalid; this holding was affirmed on appeal. The de- 
fendant then refused to pay further royalties, and the 
plaintiff brought suit on the license. The court dismissed 
the complaint holding that if the decree of invalidity 
were “. . . so sweeping as to amount to ‘something cor- 
responding to eviction’ it is a complete defense to an ac- 
tion for royalties,” * and stated: 


There can be little doubt that if the Massachusetts decree had 
in terms declared each and all of the claims of the patent void 


10 Lathrop v. Rice and Adams Corp., 17 F. Supp. 622, 33 U.S.P.Q. 72 
(W.D.N.Y. 1936); Skinner v. Wood. 140 N.Y. 217, 35 N.E. 491 (1893) ; 
Hyatt v. Dale Tile Mfg. Co., 106 N.Y. 651, 12 N.E. 705 ‘e+ aff'd, 125 
U.S. 46 (1888) ; Heller Inc. v. Lassner Co., 214 App. Div. 315, 212 N.Y. Supp. 
175 (1st . + '1925) ; Martin v. New Trinidad Lake Asphalt Co., 182 App. 
Div. 719, 170 N.Y. Supp. 234 (1st Dep’t 1918); Skidmore v. Fahys Watch- 
Case Co., 28 a». Div. 94, 50 N.Y. Supp. 1016 (st Dep’t 1898) ; in Nat. 
Watch Co. v. Bulova Watch Co., 93 U.S.P.Q. 391, %4 US.P.O. 4 i 
Sup. Ct. 1952); Maitland v. Drew, 14 N.Y. Misc. 35 N.Y. Supp. 249 
(C.P. 1895) ; Marsh v. pete, 4 is 4 Hun 278 (N.Y. Sup. ee 4th Dep’t 1875). 

1127 Fed. 77 (C.C.S.D.N 

12105 Fed. 510 (CENDINNY. ai800).. 

18 Jd. at 512. 
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it would have been a complete defense to the cause of action 
founded upon the written agreements to pay royalty. This 
proposition is amply sustained by authority and was not con- 
troverted at the trial. Herzog v. Heyman, 151 N.Y. 587, 45 N.E. 
1127; Marston v. Swett, 82 N.Y. 526; White v. Lee (C.C.) 
14 Fed. 789, 791; McKay v. Smith (C.C.) 39 Fed. 556; Walk. 
Pat. § 307.%* 


















eon the entire case the court is convinced that there was a 
failure of consideration the moment the patent was declared in- 
valid. The defendant agreed to pay the stipulated royalty in 
consideration of the monopoly. When deprived of this exclusive 
privilege by law the defendant occupied no vantage ground 
over any other manufacturer. The defendant took nothing from 
the plaintiff, for he had nothing to give. The estate which the 
parties supposed belonged to the plaintiff was judicially deter- 
mined to belong to the public. . . .** 

However, none of the earlier New York cases refus- 
ing a licensee the right to repudiate was considered, and 
the decisions relied upon by the court actually do not sup- 
port the court’s ruling. Thus, Herzog v. Heyman™ did 
not involve a license at all but a sale of a patent. In 
Marston v. Swett" a special case of attempted repudi- 
ation was involved. The action of the New York Court 
of Appeals was to order a new trial to receive evidence 
rejected by the trial court that the single patent involved 
in the suit had been adjudicated the invention of an- 
other.* If that fact were established, it would of course 
constitute complete eviction of the licensee—a recognized 
ground for the repudiation of bilateral contracts gener- 
ally. The case does, however, include dictum that the 
licensee could repudiate the license on notice, in the ab- 
sence of adverse adjudication of the validity or title of 













14 Jd. at 511. 
15 Jd. at 513. 
16151 N.Y. 587, 45 N.E. 1127 (1897). 


; 1782 N.Y. 526 (1880) (second case between same parties). Compare note 
supra. 

18 It should be noted, that there is a distinct difference between an alleged 
eviction by paramount title of another (for example, ownership of the licensed 
patent by a third person or the existence of an earlier patent covering the same 
invention) and alleged eviction because of invalidity of the patent. In the 
first case, the owner of the paramount title may prevent the licensee from 
enjoying the license while in the second the licensee is not disturbed in his 
operations under the license. 
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the patent. The case of White v. Lee” contains dictum 
to the effect that the only defense of a licensee to an action 
on the license is complete eviction although the decision 
was in favor of the licensee on the ground that it was not 
using the licensed invention. The case of McKay v. 
Smith® was a suit for royalties under a nonexclusive 
patent license in which the defense was eviction based 
upon plaintiff's grant to others of licenses for lump sum 
payments which defendants alleged constituted lower 
rates of royalty. In rejecting this defense and finding for 
plaintiff, the court included the following dictum in its 
opinion: 

The rule, however, is now well established that the mere in- 

validity of the patent is not a sufficient defense to the payment 


of royalties under a license, because the licensee may still con- 
tinue to enjoy all the benefits of a valid patent. . . .* 


In view of the authorities relied on by the court in Ross 
v. Fuller & Warren Co., supra, the decision would seem 
to be entitled to very little weight. 


Decisions of Courts Elsewhere 


The federal courts elsewhere and the courts of other 
states have followed doctrine similar to the New York 
majority rule. An examination of these decisions will 
demonstrate that almost invariably the license was en- 
forced despite the attempt of the licensee to repudiate it 
unilaterally for alleged invalidity of the licensed patents 
or for other reasons.” 


19 14 Fed. 789 (C.C.D. Mass. 1882). 

20 39 Fed. 556 (C.C.D. Mass. 1889). 

21 Jd. at 557. 

22 St. Paul Plow Works v. Starling, 140 U.S. 184 (1891); Automatic Radio 
Mfg. Co. v. Hazeltine Research, Inc., 176 F.2d 799, (1st Cir. 1949), aff'd, 339 
U.S. 827 (1950) ; Humphrey v. Sea Gull Specialty Co., 242 Fed. 271 (5th Cir. 
1917); Aerated Products Co. v. Aeration Processes Inc., 95 F. Supp. 23, 88 
U.S.P.Q. 507 (S.D. Cal. 1951) ; Air King Products Co. v. Hazeltine Research, 
Inc., 94 F. Supp. 85, 87 U.S.P.Q. 315 (E.D.N.Y. 1950); Eskimo Pie Corp. 
v. National Ice Cream Co., 20 F.2d 1003 (W.D. Ky. 1927); Martin v. New 
Trinidad Lake Asphalt Co., 255 Fed. 93 (D.N.J. 1919); Pope Mfg. Co. v. 
Owsley, 27 Fed. 100 (C.C.N.D. Ill. 1886); Washburn & Moen Mfg. Co. v. 
Cincinnati Barbed-Wire Fence Co., 22 Fed. 712 (C.C.S.D. Ohio 1884); White 
v. Lee, 3 Fed. 222 (C.C.D. Mass. 1880); Eastern States Co. v. Universal Co., 
22 Del. Ch. 333, 2 A.2d 138, 37 U.S.P.Q. 834 (1938); Dall Motor Parts Co. 
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The rule was well stated by the United States Supreme 
Court in St. Paul Plow Works v. Starling.” In this case, 
plaintiff Starling granted the defendant a license to make 
certain plows under a single patent. After operating un- 
der the license for a period, the licensee notified Starling 
that it renounced the license and intended to manufacture 
a plow of its own design. The Court affirmed a judgment 
for Starling, saying: 


[We] are of opinion that the Circuit Court was correct in 
holding that the defendant could not terminate, without the con- 
sent of the plaintiff, the rights conferred by the license, and that, 
as there was no limitation on its face, the license continued until 
the expiration of the patent. The contract has no provision for 
its termination or its renunciation. The grant is of the right to 
make and sell the Starling sulky plow under the patent, that is, 
under the patent so long as it is a patent, for the whole term of 
its duration. For plows made and sold under the patent, and in 
accordance with any of its claims, the defendant, at all times 
during the existence of the patent, could set up the contract as a 
defence against a claim for infringement, and limit its liability 
for plows made and sold in accordance with any one or more of 
the claims of the patent, to the royalty fixed by the terms of the 
contract... .7* (Emphasis added.) 


The above quoted ruling of the Supreme Court was 
followed by the United States Court of Appeals for the 
First Circuit in the well-reasoned opinion in Automatic 
Radio Co. v. Hazeltine Research, Inc., supra, in which 
the court denied the licensee the right to repudiate its 
license agreement.” The Automatic Radio case was 


v. Packard Motor Car Co., 124 Ohio St. 363, 178 N.E. 835, 12 U.S.P.Q. 185 
(1931) ; K-W Ignition Co. v. Unit Coil Co., 93 Ohio St. 128, 112 N.E. 199 
(1915); Jungersen v. Morris Kaysen, 95 U.S.P.Q. 162 (Pa. C.P. 1952), aff'd, 
173 Pa. Super. 114, 95 A.2d 347, 97 U.S.P.Q. 244 (1953); Marsh v. Harris 
Mfg. Co., 63 Wis. 276, 22 N.W. 516 (1885). 

23 140 U.S. 184 (1891). 

24Id. at 195. The Court, at 196, continued : “We are of opinion that the 
license, in the absence of a stipulation providing for its revocation, was not 
revocable by the defendant, except by mutual consent or by the fault of the 
other party. If the plaintiff, after receiving the notice, had sued the defendant 
for infringement, he would have been properly regarded as acquiescing in 
the renunciation; but, instead of that, he elected to regard the license as still 
in force, and brought an action to recover the royalties provided for by it, 
which he was entitled to do. Marsh v. Harris Mfg. Co., 63 Wis. 276; Patter- 
son's Appeal, 99 Pa. St. 521; Union Mfg. Co. v. Lounsbury, 41 N.Y. 363.” 
(Emphasis added.) 

25176 F.2d 799 (Ist Cir. 1949), aff'd, 339 U.S. 827 (1950). At 809, the 
court stated: “ [S]o far as it may be a question of federal law, in the 
absence of a cancellation option in the agreement, or of a substantial default 
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quoted at length and followed in a later suit in which a 
federal district court again refused the licensee the right 
to repudiate its license.” 

The principle was also well stated by the Delaware 
Court of Chancery in Eastern States Petroleum Co. v. 
Universal Oil Co.” In that case, Universal granted 
Eastern a nonexclusive license under a group of patents 
but Eastern failed to pay the royalties. When Universal 
brought an action at law to recover royalties, Eastern 
brought a bill in equity to cancel the license, alleging 
that it was induced to take the license by fraudulent 
statements of Universal that the patents were valid. In 
denying Eastern’s rights to repudiate the license the court 
said: 


Eastern has thus enjoyed the full benefit of the patents as fully 
as if their validity had been formally adjudicated so far as po- 
tential infringers are concerned and has enjoyed the benefit of 
immunity from suit by Universal for infringement and con- 
sequent accounting, which if successful would subject it to an 
injunction and monetary liability in substantial amounts. Its 
agreement to pay royalties is the consideration it gave to be re- 
heved by Universal from possible consequences of so serious a 
nature. Having received all the benefits and obtained in fact all 
it bargained for, it is estopped from denying the predicate from 
which the benefits flowed. 

But Eastern says it has repudiated the agreement and is, there- 
fore, free to contest the validity of the patents. The answer to 
this is, that it is beyond the power of a licensee to revoke the 
agreement except by the consent or fault of the other party, 
neither of which is shown. St. Paul Plow Works v. Starling, 140 
U.S. 184, 186... 28 (Emphasis added.) 


by the licensor, the licensee cannot by any such unilateral notice of repudiation 
terminate its contract obligation under a license agreement having several years 
yet to run. St. Paul Plow Works v. Starling, 1891, 140 U.S. 184... . Assum- 
ing that local law governs the matter, we are satisfied that, even if repudiation 
by the licensee is, in some circumstances, a defense in New York to a suit for 
royalties, Automatic’s letter of September 18, 1947, does not meet the stringent 
requirements set forth in — v. Wood Mowing and Reaping Machine 
Co., 1893, 140 N.Y. 217. . 

26 Air King Products Co. Hazeltine Research, Inc., 94 F. Supp. 85, 91, 
87 U.S.P.Q. 315, 319 (EDNY. 1950). “The license agreement is a bi- 
lateral contract. It was made in 1941 for a term of ten years. It contains 
no provision permitting the licensor to terminate prior to the expiration of the 
license period. . 


27 22 Del. Ch. 333, 2 A.2d 138, 37 U.S.P.Q. 834 (1938). 
28 Jd. at 142 and 837. 
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The same rule was set forth in Pope Mfg. Co. v. 
Owsley” which concerned a complaint on five license 
agreements involving a large number of patents and 
granting the licensee the right to make only specified 
types of articles. The license contained an “admission 
of validity” clause and a provision for termination by the 
licensor for default. The complaint alleged the failure 
to pay royalties and the manufacture of devices outside 
the scope of the license. Defendants alleged, inter alia, 
a decree of invalidity as to two of the patents involved, 
which decree was subsequent to the grant of the licenses. 
In rejecting this defense the court said: 


It is urged, however, that the decision of the circuit court of 
the Southern district of Ohio that these two patents are void, 
amounts to an eviction, and, as I understand the argument of 
the learned counsel for defendants, invalidates all the agree- 
ments for licenses in which this patent was included with the 
others. I cannot agree with the learned counsel as to this con- 
clusion. In the first place, that adjudication is binding only on 
the parties to that suit, and does not affect the relation between 
the parties to this contract; and, secondly, the licenses in ques- 
tion included a large number of patents, . . . But these patents 
are not, in my opinion, “dead,” as between these parties, merely 
because the judge in another circuit has held them void in some 
suit before him between different parties. By taking the licenses, 
these defendants waived and abandoned their right to contest 
the validity of these patents, or any of them, and agreed to pay 
the stipulated license fees; and merely because some one else 
has successfully contested the validity of one or more of these 
patents the defendants are not relieved from their obligations. 
The alternative to settle or litigate seems to have been fairly 
tendered them, and they chose to settle, and cannot now retreat 
from the settlement they made.*° (Emphasis added.) 


While a few cases in other circuits have gone contra 
to the weight of authority, those cases have, in general, 
- involved unusual circumstances or have been based on 
prior authorities which did not in fact support the court’s 
holding. Thus, in the case of Harlow v. Putnam," the 
plaintiff was denied recovery in a suit on a license agree- 
ment, but this agreement was intermingled with an op- 

2° 27 Fed. 100 (C.C.N.D. Ill. 1886). 


30 Jd. at 107. 
31124 Mass. 553 (1878). 
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tion to purchase the patent. The court apparently rested 
its decision principally on the relief of the defendant from 
its purchase agreement because of the failure of consid- 
eration due to the alleged invalidity of the patent. Again, 
in Mudgett v. Thomas,” the court allowed the licensee to 
repudiate the license on the alleged invalidity of the 
patent, relying for authority on Marston v. Swett,” supra, 
which, as analyzed above, actually was resolved on the 
issue of eviction of the licensee because of the faulty title 
of the licensor, admittedly a good defense, and Brown v. 
Lapham, supra, which, as pointed out above, is apparently 
an outpost case that failed to consider any prior authori- 
ties on the point. Another case sometimes cited as hold- 
ing contra to the general rule is that of Macon Knitting 
Co. v. Leicester Mills Co.,* but there the defense was 
alleged eviction by paramount title of another, con- 
cededly a good defense to an action on a license. A 
further case contra is Ross v. Dowden Mfg. Co.,” but 
that case involved the rather unusual circumstances of 
an unequivocal notice of repudiation by the licensee, an 
acquiescence in such repudiation by the licensor, and an 
adjudication (in another action by the same parties) of 
invalidity of the patent involved. 

The case of Universal Rim Co. v. Scott® also per- 
mitted a licensee to repudiate its license. In support of 
the decision, the court cited ten cases.” All of the author- 
ities relied upon have been cited or discussed above with 
the exception of the case of Edison General Electric Co. 


3255 Fed. 645 (C.C.S.D. Ohio 1893). 

33 See note 17 supra. 

3465 N.J. Eq. 138, 55 Atl. 401 (Ch. 1903). 

35 147 Iowa 180, 123 N.W. 182 (1909). 

36 2] F.2d 346 (N.D. Ohio 1922). 

87 Holmes v. McGill, 108 Fed. 238 (2d Cir. 1901); Mudgett v. Thomas, 55 
Fed. 645 (C.C.S.D. Ohio 1893) ; Brown v. Lapham, 27 Fed. 77 (C.C.S.D.N.Y. 
1886) ; White v. Lee, 14 Fed. 789 (C.C.D. Mass. 1882); Ross v. Dowden, 147 
Iowa 180, 123 N.W. 182 (1909); Harlow v. Putnam, 124 Mass. 553 (1878); 
Macon Knitting Co. v. Leicester Mills Co., 65 N.J. Eq. 138, 55 Atl. 401 (Ch. 
1903); Skinner v. Walter A. Wood, 140 N.Y. 217, 35 N.E. 491 (1893); K-W 
Ignition Co. v. Unit Coil Co., 93 Ohio St. 128, 112 N.E. 199 (1915); Edison 
General Electric Co. v. Thackara Mfg. Co., 167 Pa. 530, 31 Atl. 856 (1895). 
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v. Thackara Mfg. Co.* which in fact is not pertinent 
since it did not involve an attempted repudiation of a 
license by a licensee. It will be noted that many of the 
cases relied upon do not in fact support the holding but, 
if relevant at all, are relevant only in their dicta. On 
the other hand, the court did not cite (probably because 
its attention was not called to them) the many cases dis- 
cussed and analyzed above which hold unequivocally 
that a licensee may not unilaterally repudiate his license 
agreement. 

A further case contra is that of Schutte & Koerting Co. 
v. Wheeler Co.” which involved a suit for unpaid royal- 
ties on an exclusive license containing a conventional “ad- 
mission of validity” clause. Prior to suit, the defendant 
had alleged that the patents were wholly invalid and 
were ignored by its competitors, had given notice of re- 
pudiation, and had discontinued payment of royalties. 
The court held that the defendant had effectively been 
evicted and that there was, therefore, failure of consid- 
eration, relying on Martin v. New Trinidad Lake 
Asphalt Co.,“ and saying: 

. . . The proposition then comes to this that a licensee who has 
bargained for the exclusive right to manufacture, and to use or 
sell, and for this has agreed to pay royalties, if he does not get 
that for which he bargained, may surrender his license with all 


rights granted him, and refuse longer to be bound by his promise 
to pay... .* 


Actually, the New Trinidad case, relied upon by the 
court, does not support the court’s holding since that case 
refused the licensee the right to repudiate its license. 
License repudiation was also permitted in Drackett 
Chemical Co. v. Chamberlain Co.” in which there was 
involved an exclusive license under a single patent which 


38 167 Pa. 530, 31 Atl. 856 (1895). 

39 295 Fed. 158 (E.D. Pa. 1924). 

40 255 Fed. 93 (D.N.J. 1919). 

41 295 Fed. 158, 162 (E.D. Pa. 1924). 
4263 F.2d 853 (6th Cir. 1933). 





164 THE GEORGE WASHINGTON LAW REVIEW 


had been adjudicated invalid in other litigation. The 
court rationalized its decision as follows: 
For more than fifty years it has been recognized that a plea or 
answer that the patent is void is not, of itself, a sufficient de- 
fense to an action for royalties under a license agreement, but 
= evidence of what may be called an eviction is such de- 
emse. ... 
. . . The subject-matter of such a contract is essentially “the 
monopoly which the grant confers: the right of property which 
it creates” (Gaylor v. Wilder, 10 How. 477, 493, 13 L.Ed. 504), 
and, when this monopoly has been destroyed, and the exclusive 
rights of manufacture, sale, and use, purported to have been 
created by the patent, are judicially decreed to be no longer ex- 
clusive, but are thrown open to the public at large, there has 
been a complete failure of consideration—an eviction—which 
should justify a termination of the contract. Prior to such evic- 
tion, the mere invalidity of the patent is properly held not to be 
a sufficient defense, because the licensee may still continue to 
enjoy all the benefits of a valid patent. It may be respected, 
and the licensee would then have just what he bargained for.** 


All of the authorities relied on by the court to support its 
decision, with the exception of In re Dr. Vorhees Co.,“ 
have been cited or considered above. That case involved 
a claim against a bankrupt company based on the exe- 
cutory provisions of an exclusive license from the plain- 
tiff, such claim covering a period after the filing of the 
bankruptcy petition. The case actually appears to be ir- 
relevant to the decision under consideration. 

It is to be noted that in the Drackett Chemical case, the 
court failed to consider the many authorities refusing 
the right of unilateral repudiation, and this failure is 
emphasized by its statement that it was “cited to no case 
in the Supreme Court,” and knew “of none, adjudicating 
the precise issue here presented.” “ Apparently the court 
and counsel overlooked St. Paul Plow Works v. Starling, 
supra. 

A final case worthy of comment is Armstrong Co. v. 
Shell Co.“ which contains dictum to the effect that a li- 


43 Jd. at 854. 

44187 Fed. 611 (D.C.M.D. Pa. 1911). 
45 63 F.2d 853, 854 (6th Cir. 1933). 

46 98 Cal. App. 769, 277 Pac. 887 (1929). 
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censee may repudiate. There plaintiff licensed defend- 
ant’s assignor to use its patented process of manufacturing 
gasoline at a royalty of 5% of the net proceeds from a 
particular plant to be erected by licensee. The agree- 
ment included no undertaking by licensee to continue 
operation of the plant nor any minimum royalty pro- 
vision, but contained a ceiling on royalties of either ten 
years or $100,000 with a continuing free license there- 
after. After licensee and defendant had paid some 
$20,000, defendant sent plaintiff a notice to the effect that 
(1) it was discontinuing operation of the plant and would 
pay no more royalties, and (2) it was repudiating the 
license because of the invalidity of the patent. Defend- 
ant was sued for the difference between $100,000 and the 
royalties received, and the court gave judgment for de- 
fendant on the ground that it had no further obligation 
to pay royalties after discontinuing licensed operations 
and on the further ground that defendant, as assignee, 
had not assumed the obligations of the license contract. 
The opinion of the court contains extensive dicta to 
the effect that a licensee can repudiate the license and at- 
tack the validity of the patent: 
A licensee is estopped to show the invalidity of licensed patents 
as a defense to an action for royalties only so long as the rela- 
tion of licensor and licensee continues and the licensee uses and 
enjoys the benefit and protection of the patents covered by the 
agreement. A licensee, if evicted from the use of the patents 
by a judgment of a court of competent jurisdiction declaring 
the patents invalid, may, after giving notice to the licensor, 
defend against the payment of royalties subsequently accruing. 
A licensee, if the patents are in fact invalid, may, without waiting 
to be evicted, renounce and abandon the license, and after giv- 
ing notice thereof to the licensor, may defend against an action 
to enforce the license or to recover royalties subsequently ac- 


cruing, with the same freedom as may a stranger to the patent, 
and the licensor is remitted to his infringement suit.‘ 


It is to be noted that the decision does not cite a single 
authority which unequivocally refuses the licensee the 
right of repudiation, probably because they were not 


47 Id. at 891. 
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called to the attention of the court by attorneys for the 
plaintiff. Furthermore, the dictum quoted above, while 
included in the court’s opinion, actually represented a 
minority opinion, as two of the three justices dissented 
from this portion of the opinion. 


Impossibility of Reconciliation 


Since an appreciable minority of the foregoing cases 
have reached conclusions opposite to the majority, the 
decisions have been studied to determine whether there 
is any possible basis of reconciliation. Patent license 
agreements may involve a number of factors, the presence 
or absence of which could logically give rise to a differ- 
entiation in the right of the licensee to repudiate his li- 
cense. The decisions were reviewed from this viewpoint 
to determine whether or not there is any regularity to 
the pattern which they form. Unfortunately, it does not 
appear possible to fit all of the decisions into any regular 
pattern. 

Among the factors which could logically affect the 
right of a licensee to repudiate his license are the follow- 
ing: 

(1) Whether the license is exclusive or nonexclusive. 
Obviously, if the license is an exclusive one and the patent 
or patents are, after the acceptance of the license, adjudi- 
cated to be invalid, it might well be argued that the li- 
censee who had effectively bargained for a monopoly in 
the field of the license had suffered a failure of considera- 
tion and might repudiate his license. A number of the 
decided cases include such reasoning. However, there is 
no uniformity among the decisions on this basis. In the 
cases discussed or cited above, of those in which the li- 
censee was denied the right to repudiate a license, eight 
were exclusive licenses; eleven were nonexclusive li- 
censes; and in ten the decision does not indicate the type 
of license. In fact, the United States Supreme Court in 
St. Paul Plow Works v. Starling, supra, rejected the de- 
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fendant’s contention that the fact that its license was non- 
exclusive rather than exclusive permitted it to repudiate 
the license, saying, “But we think that this attempted dis- 
tinction [between exclusive and nonexclusive licenses ] 
is fanciful and not sound.” “* In those cases where the 
licensee was permitted to repudiate his license, five were 
exclusive licenses, one nonexclusive, and in two cases the 
type of license was not indicated in the decision. 

(2) Whether the license is under a single patent or un- 
der a group of patents as to which only a portion are 
alleged to be invalid. Again, it appears that a distinction 
might logically be made between the case in which only 
a single patent is involved and is adjudicated invalid 
and the case involving a group of patents of which only 
a portion are challenged. One or two of the cases dis- 
cussed do make this distinction but it does not appear to 
be a general one. 

(3) Whether the license is for a term of years or for 
the life of the patent. If the license is for only a short 
term of years, and particularly if it is a nonexclusive 
license, it seems perfectly clear that the licensee has re- 
ceived exactly what he bargained for—namely, immunity 
from suit for a period of years. On the other hand, if 
the license is for the life or lives of a patent or a group 
of patents, and particularly if it is an exclusive license, 
there is some justification for permitting the licensee to 
avoid the burden of paying royalties for a long period 
of years when, under the conditions assumed, it is prob- 
able that his competitors are not paying royalties. How- 
ever, the decided cases do not draw any clear line of 
distinction on this basis. 

(4) The nature of the attack on the license, whether 
by adjudication of invalidity of the licensed patents, by 
an unequivocal notice of repudiation by the licensee, or 
merely by the assertion of the defense of invalidity in a 
suit on the license for royalties. Again, the familiar shot- 


48140 U.S. 195 (1891). 
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gun pattern is encountered, some decisions denying the 
right to repudiate even in the face of an adjudication of 
invalidity of the licensed patents, and others permitting 
repudiation in the absence of such adjudication. Certain 
of the decisions hold, and a great many decisions seem 
to indicate by way of dicta, that a licensee, if he gives 
unequivocal notice of repudiation, may repudiate his 
license. However, the overwhelming majority of these 
cases have held that the licensee’s purported notice of re- 
pudiation was inadequate and have rejected it, thereby 
establishing this right of repudiation largely as a theo- 
retical, rather than a practical, right. At the same time, 
a small minority of cases have permitted a licensee to re- 
pudiate without any notice whatsoever, merely by assert- 
ing the defense of invalidity or repudiation when sued 
for royalties, though these cases do not appear well- 
reasoned or well-founded on precedent. 

(5) Whether the license contains an express admis- 
sion of validity. On reason, this distinction would not 
appear to be significant, since it is elementary that a li- 
censee impliedly admits the validity of the licensed pat- 
ents by the mere acceptance of the license. However, a 
number of the decisions do refer to this factor and even 
condition their decision upon it. In Mudgett v. Thomas, 
Universal Rim Co. v. Scott, and Macon Knitting Co. v. 
Leicester Mills Co., supra, where the licensee was per- 
mitted to repudiate his license, the court noted the omis- 
sion of an express admission of validity from the license 
and at least in part based its decision upon such omission. 

As an aid in visualizing this pattern (or lack of it) 
there follows, in Appendix I, a table of the cases pre- 
viously cited, arranged on the basis of exclusive vs. non- 
exclusive licenses involved. 

In the course of the instant review, references were 
found to a great many cases cited for the proposition that 
a licensee could or could not repudiate his license which, 
on careful study, turned out to be irrelevant to the issue. 
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For the sake of completeness, there is included as Ap- 
pendix II, a list of such cases actually reviewed in ad- 
dition to those referred to in the text. 


Conclusion 


In conclusion, both on logic and on the weight of 
authority, it appears that a licensee may not unilaterally 
repudiate a patent license agreement, a form of simple 
bilateral contract, without the consent of the licensor, in 
the absence of default by the licensor, fraud or other 
recognized defense against contracts generally, and that 
the alleged invalidity of the licensed patents, even though 
adjudicated, is not a sufficient basis for repudiation. 
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APPENDIX I 
Table of Cases Considered and Cited in Foregoing Article 


REPUDIATION REFUSED 


REPUDIATION PERMITTED 


Exclusive 


Holmes v. McGill 

Martin v. New Trinidad Lake 
Asphalt Co. (255 Fed. 93) 

American Street Car Adv. Co. 
v. Jones 

Skinner v. Wood 

— v. Swett (66 N.Y. 


) 
Skidmore v. Fahys Watch-Case 
K-W Ignition Co. v. Unit Coil 
Bucky v. Sebo 


Mudgett v. Thomas 

Ross v. Fuller & Warren Co. 

Drackett Chemical Co. v. Cham- 
berlain Co. 

Schutte & Koerting Co. v. 
Wheeler Co. 

Harlow v. Putnam 


Nonexclusive 
St. Paul Plow Works v. Starling Universal Rim Co. v. Scott 


Washburn & Moen Mfg. Co. v. 
Cincinnati Barbed-Wire Fence 

Dall Motor Parts Co. v. Packard 

Eastern States Petroleum Co. v. 
Universal Oil Co. 

Heller Inc. v. Lassner Co. 

Hazeltine Research Inc. v. De 
Wald Corp. 

Elgin National Watch Co. v. 
Bulova Watch Co. 

Jungersen v. Morris Kaysen 

Hardwicke v. Galbraith 

Automatic Radio Co. v. Hazeltine 
Research, Inc. 

Air King Products Co. v. Hazel- 
tine Research, Inc. 


Not Specified or Considered 


Pope Mfg. Co. v. Owsley 

White v. Lee (both cases) 

Eskimo Pie Corp. v. National Ice 
Cream Co. 

Lathrop v. Rice and Adams 

Humphrey v. Sea Gull Specialty 

Martin v. New Trinidad Lake 
Asphalt Co. (170 N.Y. Supp. 
234) 


Marsh v. Dodge 

Maitland v. Drew 

Hyatt v. Ingalls 

Hyatt v. Dale Tile Mfg. Co, 


Brown v. Lapham 
Ross v. Dowden Mfg. Co. 


















REPUDIATION OF PATENT LICENSE AGREEMENTS 





171 


APPENDIX II 


Authorities Sometimes Cited But Actually Not Relevant 
SUPREME Court CASES 


Kinsman v. Parkhurst, 18 How. 289 (U.S. 1855). 

Eureka Co. v. Bailey Co., 11 Wall 488 (U.S. 1870). 

Stott v. Rutherford, 92 U.S. 107 (1875) oes a — case). 
Pope Mfg. Co. v. Gormully 144 U.S. 224 (1892). 

Kessler v. Eldred, 206 U. 4 285 (1907). 

U.S. v. Harvey Steel Co., 196 U.S. 310 (1905). 
Westinghouse Co. v. Formica Co., 266 U.S. 342 (1924). 


New York Cases 


Saltus v. Belford Co., 133 N.Y. 499 (1892). 

Herzog v. Heyman, 151 N.Y. 587, 45 N.E. 1127 (1897). 

Outcault v. Bonheur, 120 App. Div. 168, 104 N.Y. Supp. 1099 (1st 
Dep’t 1907). 

Farnsworth v. Boro Co., 216 N.Y. 40, 109 N.E. 860 (1915). 

Buffalo Rubber Mfg. Co. v. Batavia Rubber Co., 153 N.Y. Supp. 
779 (Sup. Ct. 1915). 


FEDERAL CASES 


Dunham v. Bent, 72 Fed. 60 (C.C.D. Mass. 1885). 

McKay v. Smith, 39 Fed. 556 (C.C.D. Mass. 1889). 

Hunt v. Moline Plow Co., 52 Fed. 745 (C.C.N.D. Ill. 1892). 

Philadelphia Co. v. Davis and Rankin Co., 77 Fed. 879 (C.C.N.D. 
Ill. 1896). 

Moore v. National Co., 84 Fed. 346 (C.C.D.N.J. 1897). 

Consolidated Co. v. Finley Co., 116 Fed. 629 (C.C.N.D. Ga. 1902). 

United Co. v. Caunt, 134 Fed. 239 (C.C.D. Mass. 1904). 

Siemens-Haskell Co. v. Duncan Co., 142 Fed. 157 (1905). 

In re Montgomery, 224 Fed. 492 (2d Cir. 1915). 


Chicago & A. Ry. Co. v. Pressed Steel Car Co., 243 Fed. 883 (7th 
Cir. 1917). 


Bell and Howell Co. v. Bliss, 262 Fed. 131 (7th Cir. 1919). 

Victory Co. v. O. and J. Machine Co., 280 Fed. 753 (1st Cir. 1922). 

Barber Asphalt Co. v. Headley Co., 283 Fed. 236 (D.Del. 1922). 

Barber Asphalt Paving Co. v. Headley Co., 284 Fed. 177 (D.Del. 
1922), aff'd, 292 Fed. 119 (2d Cir. 1923). 

Warner Bros. Co. v. American Co., 48 F. Supp. 417 (S.D.N.Y. 
1942). 

Sbicca-Del Mac, Inc. v. Milius Co., 145 F.2d 389 (8th Cir. 1944). 

OrHerR State Court DEcISIONS 

Wilson Van Sann & Co. v. Hentges, 26 Minn. 288, 3 N.W. 338 
(1879). 


Edison General Electric Co. v. Thackara Co., 167 Pa. 530, 31 Atl. 
856 (1895). 
Leese v. B. Gloekler Co., 287 Pa. 295, 135 Atl. 206 (1926). 


4-One Box Machine Makers v. Wirebound Patents Co., 131 Me. 356, 
163 Atl. 167 (1932). 


WHEN DID ULYSSES DIE? 
OR 


MYSTERIOUS DISAPPEARANCES AND 
LIFE INSURANCE 


PAUL M. ROCA * 


Homer tells us Ulysses was gone from his home in 
Ithaca for twenty years,’ his fate unknown to his family. 

Let us suppose for a minute that before Ulysses went 
off to Troy he applied to the Mount Olympus Life In- 
surance Company for a policy on his life; let us suppose 
that the company issued to him its standard form of life 
insurance policy (without a war clause), naming Pene- 
lope as his primary beneficiary and Telemachus as his 
contingent or secondary beneficiary. Then let us sup- 
pose that during the ten years of the Trojan War’® his 
premiums were regularly paid by military allotment, but 
that during the ten years of her husband’s wanderings 
Penelope paid no premiums. On the basis of the rules 
of law applied today by the majority of American courts, 
could Penelope recover against the Mount Olympus Life 
Insurance Company, and if so, when? 

The answer is not without some difficulty. While the 
adjudicated cases are legion, not all are consistent in 
theory and too many either blindly follow outmoded pre- 
sumptions or, being hard cases, yield bad law. But the 
following generalizations bear on Penelope’s prospects. 


* Member of the Bar of Arizona; member of the firm of Lewis, Roca, Sco- 
ville & Beauchamp of Phoenix, Arizona; J.D. 1941, The George Washington 
University. 


1The Odyssey of Homer, Book XXIII. In Samuel Butler’s translation, 
Telemachus reproaches his mother: “. . . No other woman could bear to 
keep away from her husband when he had come back to her after twenty years 
of absence. . . .” Homer, THE Opyssey 353 (Butler ed. 1941). 
2 Perhaps 1204-1194 B.C. 22 Encyclopaedia Britannica 504 (14th ed. 1937). 
[172] 
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BASIC CONCLUSIONS 
RE PENELOPE V. MT. OLYMPUS LIFE INs. Co. 


1. Almost all courts will apply the presumption of 
the continuance of life until that presumption is over- 
come, either by evidence or by a presumption of death. 

2. Most courts will apply a presumption of death after 
seven years’ continuous absence from home with no tid- 
ings having been received from or concerning the absent 
one by those most likely to hear. 

In the case of Ulysses, at the end of the Trojan War 
the other Greeks returned to their homes, and some of 
them brought tidings of Ulysses. The seven year period 
therefore cannot reasonably have been expected to begin 
until he began his ten years of wanderings beyond the 
known world. It should have been known at home that 
he left Troy by ship and that he was therefore exposed 
to all the manifold and unknown perils of the sea.* Cer- 
tainly long before the expiration of seven years it was 
reasonable to suppose that his ship must have foundered 
with all hands aboard since sufficient time would have 
elapsed for the ship to have completed her voyage and 
returned or been heard from, regardless of her destina- 
tion.* Based on such facts, may Penelope recover life 
insurance proceeds before the lapse of seven years? The 
answer depends on the jurisdiction. 

3. Some courts would require Penelope to wait the 
seven years, regardless of the specific perils to which 
Ulysses was exposed. On the other hand, by the better 
rule a presumption of death can be raised at any earlier 
time on the basis of evidence of exposure to such peril as 
can reasonably be expected to result in death, or upon the 


3 Telemachus, the son of the insured, received absolute assurance that 
Ulysses had begun the return voyage from Nestor. HoMER, op. cit. supra note 1, 
at 33. 


4The poor communications at the time and the absence of any central war 
office for the Greek forces meant that there was no single information center 
on the troops; but various witnesses had reports on the returning captains. 
See, e.g., the report of Nestor. Ibid. 
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basis of any other circumstances reasonably leading to 
that conclusion. 

Logically, to permit the court to reach a conclusion 
one way or another, evidence should be received not only 
as to the existence and nature of the perils of the sea to 
which Ulysses was exposed, but also as to his personal 
habits, his tendency or lack of tendency to wander among 
the lotus-eaters, his devotion or lack of it to home and 
family, his personal finances, his standing in the commu- 
nity in which he lived; in short, all the evidence which 
might conceivably assist the court in determining whether 
Ulysses was off on a frolic with Circe or whether, not 
having returned, he must perforce have perished. 

Each of the evidentiary elements just stated would be 
just as important after seven years as after three; hence 
the length of time Ulysses was gone from his home should 
be by no means controlling, but should merely be regarded 
as an element to be considered by the courts of Ithaca, 
along with all the other elements. 

But let us suppose that Penelope waits her seven 
years and then, based on the presumption, the trial court 
rules that Ulysses is dead. The time of his death is very 
likely to be important. Remember that Penelope paid 
no premiums after the military allotment was stopped. 
Obviously it is incumbent on her to show that the policy- 
holder died while the policy was in force. Let us suppose 
that there was no lapse at the expiration of the grace 
period, but that the cash values of the policy provided 
automatic extended term insurance for a period of three 
years beyond the date of payment of the last premium. 
The policy, then, was in force for the first three years of 
Ulysses’ wanderings, but was in a state of lapse during the 
four years immediately preceding the filing of the com- 
plaint. Penelope must prove her husband’s death occurred 
within three years of his leaving Troy. But the fact of 
death was established, not by direct evidence, but by the 
use of the presumption arising after seven years’ unex- 
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plained absence. How can the court now fix the time of 
death within the first three of the seven years? 

4. Logically, it would seem that if the fact of death is 
established by the presumption, then equal force would 
be given to the presumption of continuance of life, with 
the result that Ulysses must be held to have died on the 
last day of the seventh year. On the other hand, an in- 
creasingly large number of courts would be impressed 
with Penelope’s poverty, and perhaps with the fact that 
all life insurance companies are reputedly rich. Such 
courts, now the majority, have evolved the novel theory 
that once they have applied the presumption of death, the 
presumption of continuance of life is completely de- 
stroyed. They say that the presumption of death does not 
presume death at any particular time, but that (having 
established death after seven years) the claimant may pro- 
ceed to offer evidence to prove that death occurred prior 
to the lapse of the policy. Such courts then usually con- 
clude that the slightest evidence (or even, in some cases, 
no evidence whatsoever) is sufficient to establish death at 
the time of the original disappearance (or at some other 
time prior to lapse). Such result is reached notwith- 
standing that such evidence would not be sufficient in 
many of the same courts to establish death if the action 
were brought prior to the lapse of seven years. 

Let us then suppose that in accordance with standard 
holdings the court has concluded first that the fact of 
death is established by the seven-year presumption, and 
second (to keep Penelope in court) that the time of death 
coincided with Ulysses’ departure from Troy. Penelope 
has filed her suit seven years after her husband’s death. 
The insurance company suggests the bar of the local stat- 
ute of limitations. What is the result? 

5. Again primarily to keep Penelope’s case alive, most 
courts have reached the conclusion that limitations do not 
begin to run from the time of death, but from the date on 
which the fact of death was presumed by virtue of the 
lapse of seven years. 
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We must thus conclude that by the majority rule, seven 
years after the fall of Troy, Penelope would collect the 
full policy proceeds from the company. Three years 
later, Ulysses came wandering home and dispersed the 
suitors for his wife’s hand. The money had been spent, 
presumably used up by the suitors in riotous living. The 
Mount Olympus Life Insurance Company has a claim for 
its recovery, but the claim is undoubtedly now valueless. 

Perhaps fortunately, Penelope had no life insurance 
problems. But throughout all ages there have been prob- 
lems (both legal and social) arising from mysterious 
disappearances. In the last hundred years most of the 
legal problems have been related to life insurance. As a 
result of the wars and conflicts of the last fifteen years 
such problems have greatly increased, and the end is by 
no means in sight. Penelope’s story is offered as a frame- 
work for a consideration of the various aspects of mys- 
terious disappearances as they relate to life insurance. 
Let us examine its subdivisions in somewhat greater 
detail. 


I 
CONTINUANCE OF LIFE 


Notwithstanding that there has been some question as 
to whether it is a true presumption,” there is substantially 
no American dissent® from the proposition that a person 
shown to be alive at a given time will be presumed to 
remain alive until evidence is adduced to the contrary 


5“Tt is not possible to say that there is a genuine presumption of the con- 
tinuance of a particular human life, with a uniform application. . . .” 9 Wic- 
MORE, EvipeNce 462 (3d ed. 1940); “The so-called presumption of the con- 
tinuance of life is not a presumption of law but an inference, or rather an ad- 
ministrative assumption of fact. . . .” Simpson v. Simpson, 162 Va. 621, 175 
S.E. 320, 329 (1934), cert. denied sub nom. Simpson v. Fauquier National Bank, 
295 U.S. 735 (1935). For a discussion with some historical perspective, see 2 
CHAMBERLAYNE, Mopern Law or Evivence §§ 1090 et seq. (1st ed. 1911). 

6 In England, the modern (and undoubtedly the more logical) view appears 
to discard the presumption. “There is no presumption of law as to continuance 
of life, but each case must be determined on its own facts.” MacDarmaid vy. 
Attorney General [1950] 1 All E. R. 497, 499 (P.). But for earlier English 
support of the presumption, see Wilson v. Hodges, 2 East 313, 102 Eng. Rep. 
388 (K.B. 1802); In re Phene’s Trusts, L.R. 5 Ch. 139 (1869); Gibson v. 
Hall, [1905] 2 Ch. 181. 
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or until a different presumption arises.’ In the majority 
of instances, absent evidence of death, the presumption 


7 Federal: Gilleland v. Martin, 3 McL. 490 (1844); Montgomery v. 
Bevans, 1 Saw. 653 (1871) ; Fidelity Mut. Life Ass’n v. Mettler, 185 U.S. 308 
(1902) ; Folk v. United States, 233 Fed. 177 (8th Cir. 1916); United States 
v. Wildcat, 244 U.S. 111 (1917) ; Continental Life Ins. Co. v. Searing, 240 Fed. 
653 (3d Cir. 1917); Detroit United Ry. v. Weintrobe, 259 Fed. 64 (6th Cir. 
1919) ; Browne v. New York Life Ins. Co., 57 F.2d 62 (8th Cir. 1932); Oc- 
cidental Life Ins. Co. v. Thomas, 107 F.2d 876 (9th Cir. 1939); Herold v. 
Prudential Ins. Co., 23 F. Supp. 424 (E.D. Pa. 1937), aff'd, 96 F.2d 996 (3d 
Cir. 1938), cert. denied, 305 U.S. 614 (1938); American Sugar Refining Co. 
v. Ned, 209 F.2d 636 (5th Cir. 1954); Alabama: Reid v. State, 168 Ala. 118, 
53 So. 254 (1910); California: Wilcox v. Wilcox, 171 Cal. 770, 155 Pac. 95 
(1916); In re Christin’s Estate, 128 Cal. App. 625, 17 P.2d 1068 (1933); In 
re Newman’s Estate, 34 Cal. App. 2d 706, 94 P.2d 356 (1939) ; People v. Nic- 
coli, 102 Cal. App. 2d 814, 228 P.2d 827 (1951); Connecticut: Weidlich v. 
New York, N.H. & H.R.R., 93 Conn. 438, 106 Atl. 323 (1919); Delaware: 
Bradford v. Culbreth, 40 Del. (1 Ter.) 373, 10 A.2d 534 (1939); District of 
Celumbia: Posey v. Hanson, 10 App. D.C. 496 (1897); Alexander v. Alex- 
ander, 36 App. D.C. 78 (1910); Groff v. Groff, 36 App. D.C. 560 (1911); 
Georgia: Chapman vy. Chapman, 59 Ga. App. 602, 1 S.E.2d 697 (1939); Pil- 
grim Health & Life Ins. Co. v. Shows, 60 Ga. App. 872, 5 S.E.2d 585 (1939) ; 
Hawaii: Drummond vy. Makoena, 30 Hawaii 116 (1927); Illinois: Whiting 
v. Nicholl, 46 Ill. 230, 92 Am. Dec. 248 (1867); Lowe v. Fulke, 103 Ill. 58 
(1882) ; Johnson v. Johnson, 114 Ill. 611, 3 N.E. 232 (1885) ; Chicago & Alton 
R.R. v. Keegan, 185 Ill. 70, 56 N.E. 1088 (1900); Lewis v. People, 87 Ill. App. 
588 (1900); Follett v. Illinois Cent. R.R., 209 Ill. App. 81 (1918); Keystone 
Steel & Wire Co. v. Industrial Commission, 289 III. 387, 124 N.E. 542 (1919); 
Veselsky v. Bankers Life Ins. Co., 248 Ill. App. 176 (1928) ; Sezurek v. Amer- 
ican Nat. Ins. Co., 309 Ill. App. 260, 32 N.E.2d 1013 (1941) ; Smith v. Harness, 
321 Ill. App. 22, 52 N.E.2nd 280 (1944); Indiana: Smith v. Wells, 72 Ind. App 
29, 122 N.E. 334 (1919) ; Jowa: Smith v. Fuller, 138 Iowa 91, 115 N.W. 912 
(1908) ; Royal v. Hawkeye Portland Cement Co., 195 Iowa 534, 192 N.W. 
406 (1923); Kentucky: Glassock v. Weare, 192 Ky. 654, 234 S.W. 216 
(1921) ; Morgan v. Big Woods Lumber Co., 198 Ky. 88, 249 S.W. 329 (1923) ; 
Mutual Life Ins. Co. v. Louisville Trust Co., 207 Ky. 654, 269 S.W. 1014 
(1925); Cole v. Ohio Fuel Oil Co., 229 Ky. 771, 17 S.W.2d 1029 (1929) ; 
Commonwealth Life Ins. Co. v. Caudill’s Adm’r, 266 Ky. 581 99 S.W.2d 745 
(1936); Pacific Mut. Life Ins. Co. v. Meade, 281 Ky. 36, 134 S.W.2d 960 
(1939); Jefferson Std. Life Ins. Co. v. Hewlett, 307 Ky. 171, 210 S.W.2d 352 
(1948) ; Louisiana: Hayes v. Berwick, 2 Mart. 138, 5 Am. Dec. 727 (1812) ; 
Boe v. Filleul, 26 La. An. 126 (1874) ; Willis v. Ruddock Cypress Co., 108 La. 
255, 32 So. 386 (1902); Quaker Realty Co. v. Starkey, 136 La. 28, 66 So. 386 
(1914); Succession of Herdman, 154 La. 477, 97 So. 664 (1923); Jones v. 
Chicago R.I. & P. Ry., 162 La. 690, 111 So. 62 (1926); Maine: Stevens v. 
McNamara, 36 Me. 176, 58 Am. Dec. 740 (1853); Peabody v. Hewett, 52 Me. 
33, 83 Am. Dec. 486 (1861); Bernstein v. Metropolitan Life Ins. Co., 139 Me. 
388, 34 A.2d 682 (1943); Maryland: Robb v. Horsey, 169 Md. 227, 181 Atl. 
348 (1935); Lachowicz v. Lechowicz, 181 Md. 478, 30 A.2d 793 (1943); Krell 
v. Maryland Drydock Co., 184 Md. 428, 41 A.2d 502 (1945); Massachusetts: 
Bartley v. Boston & N. St. Ry., 198 Mass. 163, 83 N.E. 1093 (1908); Allen v. 
Mazurowski, 317 Mass. 218, 57 N.E.2d 544 (1944); Knapp v. Graham, 320 
Mass. 50, 67 N.E. 2d 841 (1946) ; Minnesota: Goodier vy. Mutual Life Ins. Co., 
158 Minn. 1, 196 N.W. 662 (1924); Mississippi: Alabama & V. Ry. v. Beards- 
ley, 79 Miss. 417, 30 So. 660 (1901); Missouri: Tillotson v. Travelers’ Ins. 
Co., 304 Mo. 487, 263 S.W. 819 (1924); Bergman v. Supreme Tent, 203 Mo. 
App. 685, 220 S.W. 1029 (1920); Goodloe v. Metropolitan Life Ins. Co., 115 
S.W.2d 11 (Mo. App. 1938) ; Bailey v. Metropolitan Life Ins. Co., 115 S.W.2d 
151 (Mo. App. 1938); Sanderson v. New York Life Ins. Co., 239 Mo. App. 
688, 194 S.W.2d 221 (1946); Basman y. Frank, 250 S.W.2d 989 (Mo. 1952); 
Nebraska: Chicago, R.I. & P.R.R. v. Young, 67 Neb. 568, 93 N.W. 922 (1903) ; 
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which serves to rebut that of the continuance of life is, of 
course, the familiar presumption of death after seven 
years’ unexplained absence. But occasionally the legal 
(or factual, in the view of a few courts) theory that life 
continues gives way to a presumption of innocence, in 
which the courts indulge to prevent a bigamous marriage. 
As stated by the Mississippi court, “... [T]he presump- 
tion in favor of the validity of marriage is so strong that 
a former husband or wife will be presumed to be dead 
after an absence of less than seven years. The ordinary 
presumption in favor of the continuance of human life is 


Banks v. Metropolitan Life Ins. Co., 142 Neb. 823, 8 N.W.2d 185 (1943); New 
Hampshire: Smith v. Knowlton, 11 N.H. 191 (1840); Emerson v. White, 29 
N.H. 482 (1854); New Jersey: Vreeland v. Vreeland, 78 N.J. Eq. 256, 79 
Atl. 336 (1911); Sillart v. Standard Screen Co., 119 N.J.L. 143, 194 Atl. 787 
(1937); Moran v. Firemen’s and Policemen’s Pension Fund Commission, 20 
N.J. Misc. 479, 28 A.2d 885 (1942); New York: Duke of Cumberland v. 
Graves, 9 Barb. 595 (1850); Eagle’s Case, 3 Abb. Pr. 218 (1856); O’Gara v. 
Eisenlohr, 38 N.Y. 296 (1868); Dworsky v. Arndtstein, 29 App. Div. 274, 51 
N.Y. Supp. 597 (lst Dep’t 1898); Young v. Shulenberg, 165 N.Y. 385, 59 
N.E. 135 (1901); Van Williams v. Elias, 106 App. Div. 288, 94 N.Y. Supp. 
611 (3d Dep’t 1905); Rosenbloom vy. Eisenberg, 123 App. Div. 896, 108 N.Y. 
Supp. 350 (2d Dep’t 1908); Hall v. Hall, 67 Misc. 267, 122 N.Y. Supp. 401 
(Sup. Ct. 1910); 2409 Broadway Corporation vy. Lange, 128 Misc. 118, 217 
N.Y. Supp. 666 (Sup. Ct. 1926); In re Katz’ Estate, 135 Misc. 861, 239 N.Y. 
Supp. 722 (Surr. Ct. 1930); In re Kotlik’s Estate, 152 Misc. 802, 274 N. Y. 
Supp. 204 (Surr. Ct. 1934); In re Sciscenti’s Estate, 157 Misc. 499, 283 N. Y. 
Supp. 960 (Surr. Ct. 1935), aff’d, 248 App. Div. 702, 290 N.Y. Supp. 108 (1st 
Dep’t 1936) ; my | v. Bracy, 167 Misc. 253, 3 N.Y.S.2d 827 (N.Y. Dom. Rel. 
Ct. 1938) ; In re Guaranty Trust Co., 19 N.Y.S.2d 985 (Surr. Ct. 1940, relit- 
igated sub nom. In re Brevoort’s Will, 190 Misc. 328, 73 N.Y.S.2d 216 (Surr. 
Ct. 1947) ; In re Zalewski’s Estate, 177 Misc. 384, 30 N.Y.S.2d 658 (Surr. Ct. 
1941); In re Clark’s Estate, 177 Misc. 397, 30 N.Y.S.2d 751 (Surr. Ct. 1941) ; 
In re Katz’ Will, 49 N.Y.S.2d 604 (Surr. Ct. 1944); In re Dieudonne’s Estate, 
186 Misc. 642, 53 N.Y.S.2d 56 (Surr. Ct. 1945); In re Weitz’ Estate, 69 
N.Y.S.2d 840 (Surr. Ct. 1944); Ohio: Fini v. Perry, 119 Ohio St. 367, 164 
N.E. 358 (1928) ; In re Stephenson’s Estate, 75 N.E.2d 834 (Prob. Ct. 1946) ; 
Micelli v. Hirsch, 83 N.E.2d 240 (Ct. App. 1948) ; Oklahoma: Modern Wood- 
men of America v. Ghromley, 41 Okla. 532, 139 Pac. 306 (1914) ; Oregon: Fink 
v. Prudential Ins. Co., 162 Ore. 37,90 P.2d 762 (1939) ; Pennsylvania: Miller v. 
Beates, 3 Serg. & R. 490, 8 Am. Dec. 658 (1817); In re Mutual Ben. Co., 174 
Pa. 1, 34 Atl. 283 (1896); Francis v. Francis, 180 Pa. 644, 37 Atl. 120 (1897) ; 
Young v. Sweigart, 69 Pa. Super. 525 (1918); Rhode Island: Frechette v. 
Travelers Ins. Co., 70 R.I. 347, 38 A.2d 645 (1944); South Carolina: Proctor 
v. McCall, 2 Bail. 298, 23 Am. Dec. 135 (1831); In re Duncan’s Estate, 190 
S.C. 211, 2 S.E.2d 388 (1939); Tennessee: Grier vy. Canada, 119 Tenn. 17, 107 
S.W. 970 (1907); Texas: Yates v. Houston, 3 Tex. 433 (1848); San Antonio 
Portland Cement Co. v. Gschwender, 191 S.W. 599 (Civ. App. 1917); Thet- 
ford v. Modern Woodmen of America, 273 S.W. 666 (Civ. App. 1925); Ver- 
mont: Tyrrell v. Prudential Ins. Co., 109 Vt. 6, 192 Atl. 184 (1937); Cook v. 
Cook, 116 Vt. 374, 76 A.2d 593 (1950); Virginia: Ashby v. Red Jacket Coal 
Co., 185 Va. 202, 38 S.E.2d 436 (1946); Washington: Howard v. Equitable 
Life Assur. Soc., 197 Wash. 230, 85 P.2d 253 (1938); Wéisconsin: Stroebe v. 
(1933) Wis. 337 (1867); Krantz v. Krantz, 211 Wis. 249, 248 N.W. 155 
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made to give way to the presumption in favor of the in- 
nocence of a second marriage.” * 

Where no facts appear, and where for any reason no 
presumption (either of innocence or of death after con- 
tinued absence) arises to counteract the presumption of 
continuance of life, some obviously ridiculous results 
have been allowed to stand. It is the common experience 
of man (amply supported by actuarial tables) that life 
does not continue indefinitely, yet it was an established 
rule of the civil law that “every absentee, whose death is 
not clearly and precisely established, is presumed to live 
until the age of one hundred years; that is to say, the 


8 Alabama & V. Ry. v. Beardsley, 79 Miss. 417, 30 So. 660, 662 (1901), 
citing Yates v. Houston, 3 Tex. 433 (1848) and Johnson y. Johnson, 114 IIl. 
611, 3 N.E. 232 (1885). The modern statement of the rule presumes either that 
the parties to the first marriage were divorced or that the missing party is dead 
even though less than seven years have elapsed; see Ouzts v. Carroll, 190 Miss. 
217, 199 So. 76 (1940), where the missing party had been absent “only two or 
three years.” See to the same effect as the Beardsley case, supra, Montgomery 
v. Bevans, 17 Fed. Cas. 628, No. 9,735 (C.C.D. Cal. 1871); Dunlap v. State, 
126 Tenn. 415, 150 S.W. 86 (1912); Sillart v. Standard Screen Co., 119 N.J.L. 
143, 194 Atl. 787 (1937). Cases exemplifying dual divorce or death presump- 
tions are so common that only those few jurisdictions which have denied one 
or another part of the presumption in recent years will be enumerated in this 
note, infra. There is some difference as to the weight of the evidence needed to 
overcome this presumption, varying from a mere burden on the challenger of 
— to go forward with his evidence, In re Borneman’s Estate, 35 Cal. 
App.2d 455, 96 P.2d 182 (1939), to a requirement that the challenger must 
offer proof of the invalidity of the second marriage so cogent and conclusive 
as fully to preclude any other result, Mauldin vy. Sunshine Mining Co., 61 Idaho 
9, 97 P.2d 608 (1939). For a requirement that the proof be strong, distinct, 
satisfactory and conclusive, see Harsley v. United States, 187 F.2d 213 (D.C. 
Cir. 1951). Contra: Dibble v. Dibble, 88 Ohio App. 490, 100 N. E.2d 451, 461 
(1950) ; Reid v. State, 168 Ala. 118, 53 So. 254 (1910); for more recent Ala- 
bama developments, see Sloss-Sheffield Steel & Iron Co. v. Alexander, 241 Ala. 
476, 3 So. 2d 46 (1941), and Sloss-Sheffield Steel & Iron Co. v. Watford, 245 
Ala. 425, 17 So. 2d 166 (1944). See also Hall v. Hall, 67 Misc. 267, 122 N.Y. 
Supp. 401 (Sup. Ct. 1910). The present New York practice is to weight the 
presumption in favor of divorce or annulment of a previous marriage, rather 
than in favor of the death of the disappeared party, even after more than seven 
years. See Hatfield v. United States, 127 F.2d 575 (2d Cir. 1942), developing 
this distinction. But see the interesting case of People v. Burke, 43 Cal. App. 
2d 316, 110 P.2d 685 (1941), where the defendant was prosecuted for bigamy 
on the basis of having contracted a marriage, “having a wife living.” Defend- 
ant had been married three times (but never divorced) within a little over two 
years; his first wife had disappeared; his second wife testified at the trial. The 
court accepted the presumption of continuance of life as to the first wife, but 
held in effect that it was overcome by the presumption of innocence as to the 
second marriage—the second marriage was therefore lawful, and defendant had 
“a wife living” on the third occasion. The court does not consider the presump- 
tion of innocence as to the third marriage—if that presumption were allowed 
to prevail over the presumption of innocence of the second, then the first wife 
would be presumed to have died or been divorced after the second marriage 
& as to make it invalid) and before the third (so as to make it valid) and 
efendant would have had no wife living at the time of the third ceremony. 
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most remote period of the ordinary life of man: 1 Den- 
isart, 13, Verbo Absens.” * 

Louisiana has wisely applied the one hundred year 
civil-law rule only to cases where there is no evidence to 
suggest that the death of the absentee is more probable 
than the indefinite continuance of life, and while the 
common-law seven-year presumption of death does not 
there serve to cut off the presumption of continuance of 
life, a finding of earlier death has not infrequently been 
based on any evidence which makes death more probable 
than life, particularly exposure to specific peril.° In 
1948 Louisiana reduced the one hundred year rule to 
thirty,” but in view of the apparent willingness of the 
courts to determine that death resulted upon exposure to 
peril it is not to be expected that such change will ma- 
terially affect the course of life insurance decisions in that 
state. 

Manifestly, the presumption of the continuance of life, 
when carried to an extreme, as under the civil-law rule,” 
achieves an absurd result. Is the presumption necessary, 


® Hayes v. Berwick, 2 Mart. 138, 5 Am. Dec. 727, 728 (1812); to the same 
effect, Sassman v. Aime, 9 Mart. 257 (1821); Owens v. Mitchell, 5 Mart. 
(n.s.) 667 (1827); Succession of Herdman, 154 La. 477, 97 So. 664 (1923); 
Succession of Kron, 172 La. 666, 135 So. 19 (1931); Bennett v. Equitable Life 
Assur. Soc., 180 La. 238, 156 So. 290 (1934); Succession of Lasseigne, 181 So. 
879 (La. Ct. App. 1938). 


10 Succession of Vogel, 16 La. An. 139, 79 Am. Dec. 571 (1861); Boyd v. 
New England Mut. Life Ins. Co., 34 La. An. 848 (1882); Jamison vy. Smith, 
35 La. An. 609 (1883); Sterrett v. Samuel, 108 La. 346, 32 So. 428 (1902); 
Tobin v. U.S. Safe Deposit & Sav. Bank, 115 La. 366, 39 So. 33 (1905); Mar- 
rero vy. Nelson, 166 La. 122, 116 So. 722 (1928). 


11 Crvit Cope oF Loutstana, Art. 70 as amended by Acts 1948, No. 343 § 1. 
Between 1946 (Acts 1946, No. 377) and the effective date of the 1948 act, 
absolute possession of the estate of an absentee was possible on a showing that 
the United States War or Navy Department had accepted the presumption of 
death under the federal one-year statute, 56 Strat. 145 (1942), as amended, 56 
Stat. 1093, 50 U.S.C. App. 1005 (1952). 

12 And sometimes at common law. In Drummond yv. Makoena, 30 Hawaii 116 
(1927), the court held a person born ninety years before and long absent to be 
presumptively alive. In O’Donnell v. United States, 91 F.2d 14 (9th Cir. 1937), 
the court mentions a failure of those asserting title to California lands by de- 
raignment from one Castro, an adult in 1840, to have inquired for the original 
patent in 1935 from Castro himself, “. . . who is not shown not to 
alive... .” Cf. In re Powers’ Estate, 96 N.Y.S.2d 25 (Surr. Ct. 1950), apply- 
ing a presumption of death as to a person who would have been over one hun- 
dred years of age if alive, and Jn re Knight’s Estate, 102 N.Y.S.2d 875 (Surr. 
Ct. 1951), holding that death cannot be presumed from an age of less than 
one hundred years. 
































WHEN DID ULYSSES DIE? 





181 


and does it serve any useful purpose? Probably not. It 
would seem that the more logical approach to the problem 
of proof in missing person cases is to abandon the pre- 
sumption and receive such evidence as there may be tend- 
ing to show, if death is sought to be established, the 
greater probability of death, or if life is to be proved, the 
greater likelihood of continuance of life. 

Society and the law must be zealous to protect both 
the rights of the insurance beneficiary to receive the 
policy proceeds if the insured is in fact dead and the 
rights of the company to protect its own solvency by 
paying only if death has in fact occurred. On the other 
hand, it is submitted that the presumption that life con- 
tinues indefinitely is contrary to human experience and 
affords no real protection to the insurance company, in 
whose behalf it is generally asserted. Absent the pre- 
sumption, the beneficiary still would have the not incon- 
siderable burden of proving death, or at least a sufficiently 
high degree of probability of death to move the court to 
find as a fact that the policy proceeds are payable. Cer- 
tainly in all but the most bizarre of cases such protection 
of the insurer should be sufficient. 


II 
PRESUMPTION OF DEATH AFTER SEVEN YEARS 


It is generally agreed that the presumption of death 
after seven years’ continuous absence, the absentee having 
been unheard of by the persons who would normally have 
news of survival, is a genuine presumption” of the com- 
mon law, apparently having originated out of a desire 
to legitimize otherwise bigamous marriages.* In its 





13 “There is a genuine presumption . . . to aid proof of death.” 9 WicMore, 
Eviwence 464 (3d ed. 1940). Wigmore claims the presumption is based on the 
evidentiary theory of negative traces. 1 WuicmMore, EvipeNce 606-7 (3d ed. 
1940 






14 The statute of 1 James I, c. 11 (1604) relieved from bigamy prosecution 
any person who contracted a second marriage after seven years absence of his 
first spouse, the one of them not knowing the other one to be living within that 
time. The same rule was established with relation to certain estates in land by 
a statute of 19 Cuartes II, c. 6 (1666). 
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purest form, the presumption is applied without qualifi- 
cation where the absent one has left his home and no news 
has come to his family.” 


15 Federal: Davie v. Briggs, 97 U.S. 628 (1878); English v. United 
States, 25 F.2d 335 (Md. 1928); United States v. Robertson, 44 F.2d 317 
(9th Cir. 1930); Rose v. United States, 4 F.Supp. 340 (D. Mass. 1933); 

labama: Quicksey v. Hall, 69 So.2d 698 (1954) ; California: In re Christin’s 
Estate, 128 Cal. App. 625, 17 P.2d 1068 1933) ; ; Delaware: Crawford v. 
Elliott, 1 Houst. 465 ( 1857) ; Prettyman v. Conaway, 9 Houst. 221, 32 Atl. 15 

1891) ; Georgia: Cofer v. Thurmond, 1 Ga. 538 (1846); Adams’ Ex’rs v. 
ones’ Adm’r, 39 Ga. 479 (1869) ; Watson v. Adams, 103 Ga. 733, 30 S.E. 577 
1898) ; Hansen v. Owens, 132 Ga. 648, 64 S.E. 800 (1909) ; Goode v. Tuggle, 
2 Ga. App. 510, 183 S.E. 850 (1936) ; American National Ins. Co. v. Parker, 
55 Ga. App. 346, 190 S.E. 427 (1937); Brown vy. State, 208 Ga. 304, 66 S.E.2d 
oo (1951); Jilinois: Donovan v. Major, 253 Ill. 179, 97 N.E. 231 (1911); 

re hy Young, 213 Ill. App. 402 (1919); Eddy v. Eddy, 302 Ill. 446, 134 

1 (1922); Cooper v. Martin, 308 Ill. 224, 139 N.E. 68 (1923); Tegt- 

aes v. Tegtmeyer, 348 Ill. 434, 181 N.E. 297 (1932) ; Jahnke v. Selle, 368 
Ill. ll 268 13 N.E.2d 980 (1938) ; McNaghten v. Northwestern Mutual Ins. Co., 
318 Ill. App. 390, 48 N.E.2d 200 1943); Jendresak v. Metropolitan Life Ins. 
Co., 330 Ill. App. 157, 70 N.E.2d 863 (1946); Indiana: Heckman y. Kassing, 
76 Ind. App. 401, 132 N.E. 379 (1921); Iowa: Oziah vy. Howard, 149 Iowa 
199, 128 N.W. 364 (1910); Jn re Barrett’s Estate, 167 Iowa 218, 149 N.W. 247 
(1914) ; Haddock v. Meagher, 180 Iowa 264, 163 N.W. 417 (1917); McCoid 
v. Norton, 207 Iowa 1145, 222 N.W. 390 (1928); In re Schlicht’s Estate, 221 
Iowa 889, 266 N.W. 556 (1936); Kansas: Ryan v. Tudor, 31 Kan. 366, 2 Pac. 
797 (1884); McKay v. Kansas Compensation Board, 126 Kan. 120, 266 Pac. 
935 (1928); Arnall vy. Union Central Life Ins. Co., 157 Kan. 535, 142 P.2d 
= (1943) ; Kentucky: Henderson v. Bonar, 11 Ky. Law Rep. 219, 11 S.W. 
809 (1889) : Fuson v. Bowlin, 17 Ky. Law ek 128, 30 S.W. 622 (1895) ; 
War Fork Land Co. v. Carr, 236 Ky. 453, 33 W.2d 308 (1930); Riley v. 
Taylor’s Guardian, 238 Ky. 256, 37 S.W.2d 59 (1931) ; . Standard Life 
Ins. Co. v. Hewlett, 307 Ky. 171, 210 S.W.2d 352 (1948); Maine: Stevens v. 
McNamara, 36 Me. 176, 58 Am. Dec. 740 (1853) ; Wentworth v. Wentworth, 
71 Me. 72 (1880) ; Agosal of Daggett, 114 Me. 167, 95 Atl. 809 (1915); Mary- 
land: Tilly v. Tilly, 2 Bland., Ch. 436 (1817) ; Robb v. Horsey, 169 Md. 227, 
181 Atl. 348 (1935); Massachusetts: Loring v. Steineman, 42 Mass. 204 
(1840) ; Stockbridge v. Estate of Stockbridge, 145 Mass. 517, 14 N.E. 928 
| oy Michigan: Frankowich v. Frankowich, 323 Mich. 516, 35 N.W.2d 
478 (1949); Minnesota: Waite v. Coaracy, 45 Minn. 159, 47 N.W. 537 (1890) ; 
Missouri: LaJoye v. Primm, 3 Mo. 529 (1834); Hancock v. American Life 
Ins. Co., 62 Mo. 26 (1876); Wheelock v. Overshiner, 110 Mo. 100, 19 S.W. 
640 (1892); Flood v. rie Yr 126 Mo. 262, 28 S.W. 860 (1894); Gilroy v. 
Brady, 195 Mo. 205, 93 S.W. 279 (1906) ; Heath v. Salisbury Home Telephone 
Co., 27 S.W.2d 31 (1927), ofa: 326 Mo. 875, 33 S.W.2d 118 (1930) ; Sanderson v. 
New York Life Ins. Co., 239 Mo. “Re. 688, 194 S.W.2d 221 (1946) ; Montana: 
Williams v. Hefner, 89 Mont. 361, 297 Pac. 492 (1931); In re Baxter’s Estate, 
98 Mont. 291, 39 P.2d 186 ( 1934) ; Nebraska: Cox v. Ellsworth, 18 Neb. 664, 
26 N.W. 460 ’(1886) ; Mitchell v. Kaufman, 95 Neb. 108, 145 N.W. 247 (1914); 
In re Tilton’s Estate, 129 Neb. 872, 263 N.W. 217 (1935); Wells v. Equitable 
Life Assur. Soc., 130 Neb. 722, 266 N.W. 597 (1936); Patrick v. Union Cen- 
tral Life Ins. Co., 150 Neb. 201, 33 N.W.2d 537 (1948); New Hampshire: 
Smith v. Knowlton, 11 N.H. 191 (1840); Forsaith v. Clark, 21 N.H. 409 
(1850) ; Voliotes v. Ventoura, 86 N.H. 52, 162 Atl. 921 (1932); New Jersey: 
Wambaugh vy. Schenk, 2 N.J.L. 214 (1807) ; Hamilton v. Ross, 7 N.J. Eq. 465 
(1849) ; Burkhardt v. Burkhardt, 63 N. Eq. 479, 52 Atl. 296 (1902); Meyer 
v. Madreperla, 68 N.J.L. 258, 53 Atl. 477 ( 1902) ; ; Armstrong v. Armstrong, 
99 N.J. Eq. 19, 132 Atl. 237 (1926) ; New York: Jackson v. Claw, 18 Johns. 
346 (1820); McCartee v. Camel, 1 ’Barb., Ch. 455 (1846); Eagle vy. Emmet, 
4 Bradf. Sur. 117 (1856); Sheldon v. Ferris, 45 Barb. 124 (1865); Ruoff v. 
Greenpoint Savings Bank, 40 Misc. 549, 82 N.Y. Supp. 881 (Sup. Ct. 1903) ; 
In re Wagener, 143 App. Div. 286, 128 N.Y. Supp. 164 (Ist Dep’t 1911); 
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In most states the common-law presumption of death 
from absence has now been embodied in statutes.** Many 


White v. Emigrant Industrial Savings Bank, 146 App. Div. 591, 131 N.Y. 
Supp. 311 (2d Dep’t 1911), af’d, 205 N.Y. 571, 98 N.E. 1119 (1912); In re 
Smith’s Estate, 77 Misc. 76, 136 N.Y. Supp. 825 (Surr. Ct. 1912); In re Ben- 
jamin, 155 App. Div. 233, 139 N.Y. Supp. 1091 (1st Dep’t 1913); In re Rowe's 
Estate, 103 Misc. 111, 170 N.Y. Supp. 742 (Surr. Ct.), rehearing denied, 104 
Misc. 109, 171 N.Y. Supp. 1021 (Surr. Ct. 1918); Jn re Cassidy’s Estate, 109 
Misc. 202, 178 N.Y. Supp. 366 (Surr. Ct. 1919); Wolf v. Wolf, 109 Misc. 366, 
178 N.Y. Supp. 726 (Sup. Ct. 1919), aff’d, 191 App. Div. 925, 181 N.Y. Supp. 
959 (2d Dep’t 1920); Luby v. Washington Sterling Corp., 216 App. Div. 255, 
214 N.Y. Supp. 595 (2d Dep’t 1926); Jn re Sullivan’s Estate, 130 Misc. 501, 
224 N.Y. Supp. 442 (Surr. Ct. 1927); In re Lipschitz’ Estate, 144 Misc. 594, 
258 N.Y. Supp. 955 (Surr. Ct. 1932); In re Crater’s Estate, 171 Misc. 732, 
13 N.Y.S.2d 597 (Surr. Ct. 1939); Anonymous y. Anonymous, 186 Misc. 772, 
62 N.Y.S.2d 130 (Sup. Ct. 1946); Jn re Harrison’s Will, 190 Misc. 215, 73 
N.Y.S.2d 162 (Surr. Ct. 1947); North Carolina: Bowden v. Evans, 3 N.C. 
222 (1802); Lewis v. Mobley, 20 N.C. 467, 34 Am. Dec. 379 (1839) ; Univer- 
sity of North Carolina v. Harrison, 90 N.C. 385 (1884) ; Stevenson v. Wacho- 
via Bank and Trust Co., 202 N.C. 92, 161 S.E. 728 (1932); Bridges v. Shen- 
andoah Life Ins. Co., 209 N.C. 282, 183 S.E. 372 (1936); Carter v. Lilley, 227 
N.C. 435, 42 S.E.2d 610 (1947); Wachovia Bank and Trust Co. v. Deal, 
227 N.C. 691, 44 S.E.2d 73 (1947); Ohio: Rice v. Lumley, 10 Ohio St. 596 
(1857) ; Rosenthal vy. Mayhugh, 33 Ohio St. 155 (1877); Brunny v. Prudential 
Ins. ., 151 Ohio St. 86, 84 N.E.2d 504 (1949); In re McWilson’s Estate, 
155 Ohio St. 261, 98 N.E.2d 289 (1951); Oklahoma: Lincoln y. Herndon, 141 
Okla. 212, 285 Pac. 120 (1930); Gassin v. McJunkin, 173 Okla. 210, 48 P.2d 
320 (1935); Oregon: St. Martin v. Hendershott, 82 Ore. 58, 160 Pac. 373 
(1916); Pennsylvania: Burr v. Sim, 4 Whart. 150, 33 Am. Dec. 50 (1838) ; 
Bradley v. Bradley, 4 Whart. 173 (1839); ‘ea of Whiteside, 23 Pa. 114 
(1854) ; In re Williams’ Estate, 13 Phila. 325, 37 Leg. Int. 104 (1880); In re 
Clement’s Estate, 1 Del. Co. R. 160 (1881); Appeal of Esterly, 109 Pa. 222 
(1885) ; In re Rhodes’ Estate, 10 Pa. Co. Ct. R. 386 (1890); In re Freeman’s 
Estate, 227 Pa. 154, 75 Atl. 1063 (1910); Maley v. Pennsylvania R.R., 258 Pa. 
73, 101 Atl. 911 (1917); Groner vy. Supreme Tent, 265 Pa. 129, 108 Atl. 437 
(1919); Rhode Island: In re Truman, 27 R.I. 209, 61 Atl. 598 (1905); 
Frechette vy. Travelers Ins. Co., 70 R.I. 347, 38 A.2d 645 (1944); South Car- 
olina: Craig v. Craig, 1 Bailey, Eq. 102 (1830); Burns v. Ford, 1 Bailey 507 

1830) ; Boyce v. Owens, 1 Hill, Law 8 (1833); Griffin v. Southern Ry., 66 

.C. 77, 44 S.E. 562 (1903); In re Duncan’s Estate, 190 S.C. 211, 2 S.E.2d 388 
(1939) ; Day v. Day, 216 S.C. 334, 58 S.E.2d 83 (1950); Ligon v. Metropol- 
itan Life Ins. Co., 219 S.C. 143, 64 S.E.2d 258 (1951); Texas: Primm v. 
Stewart, 7 Tex. 178 (1851); French v. McGinnis, 69 Tex. 19, 9 S.W. 323 
(1887) ; Holland v. Nance, 102 Tex. 177, 114 S.W. 346 (1908); Goldsmith v. 
Mitchell, 57 S.W. 2d 188 (1933); Goldsmith vy. Mitchell, 96 S.W.2d 313 
(1936) ; Goodson y. Goldsmith, 131 Tex. 418, 115 S.W.2d 1100 (1938); Vir- 
ene: Simpson v. Simpson, 162 Va. 621, 175 S.E. 320 (1934); West Virginia: 

oggs’ Ex’r v. Harper’s Adm’r, 45 W. Va. 554, 31 S.E. 943 (1898); Wis- 
consin: Cowan v. Lindsay, 30 Wis. 586 (1872). 

16 Alabama: Cope or ALA., tit. 61, §§ 156-164 (1940), administration; Ari- 
zona: Ariz. Cope ANN., § 29-305 (1939); Arkansas: ArK. Stat. ANN., 
§ 62: 1601 (1947), five years; California: Catir. Cope or Civ. Proc., pt. 4, tit. 
2, ch. 5, § 1963.26 (1953), seven year presumption declared disputable; Con- 
necticut: GEN. STAT. oF Conn., vol. 3, §§ 6891, 6984 (1949), trust estate and 
administration; Delaware: Det. Cope ANN., tit. 12, §§ 1101, 1701-12 (1953), 
escheat and administration; District of Columbia: D.C. Cope, § 14-501 (1951) ; 
Florida: Fra. Stat. ANN., § 734.32-.37 (1944), administration; Georgia: 
Ga. Cope Ann., § 38-118 (1935), presumption of continuance of life for seven 
years; Illinois: SmitH-Hurp Iv. Start., ch. 3, §§ 215, 250, 252, 448 (1945), 
administration; Indiana: Burns Inp. Stat. Ann., §§ 7-2301-2310 (1953), 
five year clause; Kentucky: Ky. Rev. Srart., §§ 393.050, 422.130 (1953), 
escheat and general; Louisiana: See note 11, supra; Maine: Rev. Stat. ME., 
§ 23, p. 1975 (1944), administration; Maryland: Firacx, ANN. Cope Mb., Art. 
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of the statutes apply the presumption to specific situations 
only, such as the inheritance of real property, but even 
where the statute is general, the accepted view is that the 
statutory enactment is either a mere codification of the 
common law or stands side by side with the common law, 
giving to the litigant the right to proceed under either.” 


III 


PRESUMPTION OF DEATH BEFORE SEVEN YEARS 


The immediate and obvious question in most disap- 
pearance cases is: Can death be presumed short of the 


16, 298-310 (1951), nee Act; Massachusetts: ANN. Laws Mass., ch. 200, 
§§ 1-14; ch. 203, § 32; . 208, § 3; ch. 272, § 15 (1933), receivership for 
property of absentees, sinha in fourteen years; trust estates terminate in 
fourteen years; divorce and seven years’ absence defense to bigamy charge; 
Michigan: Micu. Stat. ANN., § 27.3178 (321-351) (1943), administration ; 
Minnesota: Minn. Stat. ANN. § 600.24 (1947), relation to Federal Missing 
Persons Act; Mississippi: 2 Miss. Cove Ann., §§ 1698, 2020 (1942), general 
and bigamy; Missouri: VeRNoN’s ANN. Mo. STAT., §§ 466.100-140 (1949), ad- 
ministration; New Hampshire: Rev. Laws New Hamp., ch. 352, §§ 18, 7 
(1942), administration; New Jersey: New JERSEY Stat. Ann., §§ 3: mg -1 
18 and 43: 3A- 2 € 1940), administration and pensions; New York: VIN 
Cons. Laws SeRv., Mil. Law, § 318.3 (1953), negative presumption as to Maik: 
tary personnel; North Dakota: N. Dax. Rev. Cope, tit. 31, § 1103 (26) 
(1943), general; tit. 31 § 11041 (1949 Supp.), relation of Federal Missing 
Persons Act; Ohio: Pace Onto Cone, §§ 2121.01-.14 (1954), administration 
and relation of Federal Missing Persons. Act; Oklahoma: Oxta. Stat. ANN., 
tit. 58, §§ 941-946 (1951), administration ; Oregon: 1 Ore. Comp. Laws ANN., 
§§ 41 360 (26), 117.550 and 120.310-.400 (1953), generally, heirs and administra- 
tion ; Pennsylvania: Purpon, Pa. Stat. Ann., tit. 20, §§ 320.1201-1205 (1950), 
general and administration; Rhode Island: Gen. Laws R.L, ch. 433, § 1 
(1938), administration ; South Carolina: Cove or Laws S.Car., vol. 3, ’g 26- 
131 (1952), relation of Federal Missing Persons Act; South Dakota: S. Dak. 
Cope, § 36.0205 (1939), estates in real property; Tennessee: WiILLIAMsS TENN. 
Cove, §§ 8407.10-.24 (Supp. 1952), Uniform Act; Texas: VeERnon’s Tex. Star. 
Art, 5541 (1941), extensively amended (1951); Vermont: Vr. Stats., tit. 9, 
c. 85 re relation to Federal Missing Persons Act; Virginia: Cope or VA., 
tit. 64, c. 5 (1950); Washington: Rev. Cope or Wasu., §§ 11.80.010-.110 
(1951); West Virginia: W. Va. Cope, §§ 4233-4248 (1949), administration 
including relation to Federal Missing Persons Act; Wisconsin: Ws. StAt., 
§§ 268.22-.34 (1953), Uniform Act. 

17 “Section 9-807, subd. 26, OrEGon Cope 1930, includes among the disputable 
presumptions there enumerated the following: “That a person not heard from 
in seven years is dead.’ This enactment was not, in our opinion, intended to 
create some new rule concerning the effect of seven years of unexplained ab- 
sence, but was merely intended as a statement of the existing law upon the 
subject with which it deals.” Fink v. Prudential Ins. Co., 162 Ore. 37, 90 P.2d 
762, 774 (1939). See also Connecticut Mut. Life Ins. Co. v. King, 47 Ind. App. 
587, 93 N.E. 1046 (1911); Heath v. Salisbury Homie Telephone Co., 27 S.W.2d 
31 (1927), aff'd, 326 Mo. 875, 33 S.W.2d 118 (1930) ; National Life & Accident 
Ins. Co. v. Pate, 246 Ky. 186, 54 S.W.2d 663 (1932); Hill’s Adm’x v. Metro- 
politan Life Ins. Co., 240 Ky. 172, 41 S.W.2d 935 (1931); Wiggins v. New 
York Life Ins. Co., 2 F. Supp. 365 (E.D. Ky. 1932) ; Commonwealth Life Ins. 
Co. v. Caudill’s Adm’r, 266 Ky. 581, 99 S.W.2d 745 (1936). 
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seven-year period upon the basis of evidence of exposure 
to specific peril or other evidence logically tending to 
show a greater probability of death than life, or must 
seven years elapse before the filing of the action? 
Certainly the existence of the presumption of the con- 
tinuance of life (since it is always rebuttable) should not 
serve to prevent the showing of a probable earlier death; 
equally obviously the existence of the seven-year pre- 
sumption of death ought not to prevent a claimant from 
showing that death probably occurred at an earlier date. 
A number of cases have reached the conclusion that 
evidence of exposure to a specific peril will authorize a 
finding that death occurred prior to the expiration of 
seven years, a conclusion with which there can be no seri- 
ous complaint.** Logically, exposure to specific peril 
should not be the only basis for such a presumption, but 
the same result should be available through a considera- 
tion of many other factors, such as the character of the 
absentee, his habits, his home life, and his business con- 
nections. 
The landmark case which approves the application of 
a presumption of death before the lapse of seven years, 
upon the basis not of exposure to specific peril, but of 
other circumstances, is Tisdale v. Connecticut Mutual 
Life Ins. Co. There one Edgar Tisdale disappeared 
18 Federal: Fidelity Mut. Life Ass’n v. Mettler, 185 U.S. 308 (1902); Con- 
tinental Life Ins. Co. v. Searing, 240 Fed. 653 (3d Cir. 1917); Brownlee v. 
Mut. Ben. Health Ass’n, 29 F.2d 71 (9th Cir. 1928) ; Herold v. Prudential Ins. 
Co., 23 F. Supp. 424 (E.D. Pa. 1937), aff'd, 96 F.2d 996 (3d Cir. 1938) ; Occi- 
dental Life Ins. Co. v. Thomas, 107 F.2d 876 (9th Cir. 1939); California: 
Lesser v. New York Life Ins. Co., 53 Cal. App. 236, 200 Pac. 22 (1921); 
Illinois: Veselsky v. Banker’s Life Co., 248 Ill. App. 176 (1928); Indiana: 
Supreme Council v. Boyle, 10 Ind. App. 301, 37 N.E. 1105 (1894); Missouri: 
Pfeifer v. Supreme Tribe, 191 Mo. App. 38, 176 S.W. 710 (1915); New Jersey: 
Lukens v. Camden Trust Co., 2 N.J. Super. 214, 62 A.2d 886 (1948); New 
York: Jacobson v. Jacobson, 56 N.Y.S.2d 588 (Sup. Ct. 1945). Other New 
York cases, interesting as exceptions to the fairly strict New York rule, are: 
In re Mount Vernon Trust Co., 193 Misc. 226, 83 N.Y.S.2d 902 (Sup. Ct. 
1948), where a War Department notice was relied upon; and Jn re Frankel’s 
Estate, 196 Misc. 268, 92 N.Y.S.2d 30 (Surr. Ct. 1949), where death was pre- 
sumed from fact that person was Jewish, in Lithuania, when Germany overran 
that country. See also case of a vessel long overdue, Gilpin v. Gilpin, 105 
N.Y.S.2d 170 (Sup. Ct. 1951); Pennsylvania: Herold v. Washington Nat'l 


Ins. Co., 128 Pa. Super. 563, 194 Atl. 687 (1937). 
19 26 Iowa 170, 96 Am. Dec. 136 (1868). 
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completely in Chicago, having been last seen on a busy 
intersection on the afternoon of September 25, 1866. 
Every effort was made to locate him, but wholly without 
success. Within two years of Tisdale’s disappearance, 
his widow sought to establish his death in an action 
against his life insurer, but the jury held against her on 
the basis of an instruction that “. . . the death of an 
absent person cannot be presumed, except upon evidence 
of facts showing his exposure to danger, which probably 
resulted in death, before the expiration of seven years 
from the date of the last intelligence from him; and that 
evidence of long absence without communicating with 
his friends, of character and habits, making the abandon- 
ment of home and family improbable, and of want of all 
motive or cause for such abandonment which can be sup- 
posed to influence men to such acts, is not sufficient to 
raise a presumption of death... .”” 

The Iowa Supreme Court rejected that instruction, 
declaring that the presumption of death was not at all 


limited to persons who had been absent without tidings 
for seven years. Moreover, said the court, while there is 
the exception recognized by the lower court under which 
death may be presumed in less than seven years upon 
the exposure to specific peril, there are other exceptions 
as well. 

These the court analyzed thus: 


Any facts or circumstances relating to the character, habits, con- 
dition, affections, attachments, prosperity, and objects in life, 
which usually control the conduct of men, and are the motives of 
their actions, are competent evidence from which may be in- 
ferred the death of one absent and unheard from, whatever has 
been the duration of such absence. A rule excluding such evi- 
dence would ignore the motives which prompt human actions, 
and forbid inquiry into them in order to explain the conduct of 
men. The true doctrine may be readily illustrated thus: 

An honored and upright citizen, who, through a long life, has 
enjoyed the fullest confidence of all who knew him,—prosperous 
in business and successful in the accumulation of wealth; rich in 
the affection of wife and children, and attached to their society ; 


20 Jd. at 175, 96 Am. Dec. at 137. 
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contented in the enjoyment of his possessions, fond of the as- 
sociations of his friends, and having that love of country which 
all good men possess, with no habits or affections contrary to 
these traits of character,—journeys from his home to a distant 
city and is never afterward heard of. Must seven years pass, 
or must it be shown that he was last seen or heard of in peril, 
before his death can be presumed? No greater wrong could 
be done to the character of the man than to account for his 
absence, even after the lapse of a few short months, upon the 
ground of a wanton abandonment of his family and friends. He 
could have lived a good and useful life to but little purpose if those 
who knew him could even entertain such a suspicion. The 
reasons that the evidence above mentioned raises a presumption 
of death are obvious; absence from any other cause, being with- 
out motive and inconsistent with the very nature of the person, 
is improbable. . . .” 


The theory of the Tisdale case, that death may be pre- 
sumed before seven years on evidence of character, habits 
and domestic or other circumstances, has been followed 
in a number of jurisdictions.” The fundamental premise 
of the case—that prosperous men of good character and 
habits with affection for their families seldom voluntarily 
disappear—is clearly sound. ‘True, on occasion an am- 


nesia victim may disappear even in those circumstances; 
but while the author’s search of the medical literature 
is not conclusive, the facts seem to be that amnesia, 
whether of the organic or purely psychogenic variety, 
rarely lasts long enough to raise serious disappearance 
problems from the insurance standpoint.” 


21 Jd. at 175-177, 96 Am. Dec. at 137-138. 

22 Springmeyer v. Sovereign Camp, 163 Mo. App. 338, 143 S.W. 872 (1912); 
Coe v. National Council, 96 Neb. 130, 147 N.W. 112 (1914); Sovereign Camp 
v. Robinson, 187 S.W. 215 (Tex. Civ. App. 1916); State Life Ins. Co. v. Sul- 
livan, 58 F.2d 741 (9th Cir. 1932) ; Gero v. John Hancock Mut. Life Ins. Co., 
1}1 Vt. 462, 18 A.2d 154 (1941); Johns v. Burns, 67 So.2d 765 (Fla. 1953). 

23 Amnesia may be either organic or functional (hysterical, sometimes re- 
ferred to as psychogenic or repressive). See Kratnes, THE THERAPY OF 
NEUROSES AND Psycuoses 234 (3d ed. 1948); StrecKER, Basic PsyCHIATRY 
72 (3d ed. 1952). Suggestions that either type of complete amnesia (i.e. the 
blotting out of all memory about a period of years as distinguished from selec- 
tive “forgetting” of particular episodes) is usually brief are made in Noyes, 
Mopern CLINICAL Psycuiatry 289 (3d ed. 1948) ; StrEcKER, EBAuGH, EwAtt, 
PracTIcAL CLINICAL Psycut1atry 417 (7th ed. 1951) ; WECHSLER, TEXTBOOK 
or CiinicaL NeuroLocy 718 (6th ed. 1947). On the other hand, Noyes, supra, 
at 91, suggests that organic amnesia may follow unsuccessful suicide attempts 
which interfere with the cerebral function, as by hanging or gassing, at least 
suggesting the possibility that there might be disappearance followed by another 
suicide attempt. 


3 
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The Tisdale theory is the most logical and practical 
approach to the problem, does no serious violence either 
to the rights of the beneficiary or those of the insurer, 
and in the long run will be found to come nearer to the 
ultimate truth than do the results which are achieved 
by the arbitrary use of the seven-year presumption. 


IV 
TIME OF DEATH WHERE PRESUMPTION IS APPLIED 


A most interesting problem (which would be com- 
pletely eliminated by the abandonment of the presump- 
tion) arises in those cases where the fact of death is 
established with the aid of the seven-year presumption, 
but where it is still important to fix the time of death. 
At first blush there would appear to be no problem since 
the law is abundantly clear that in substantially every 
case it is to be presumed that life continues until death 
is proved by direct or circumstantial evidence or until 
the presumption of life is dislodged by another presump- 
tion, either of innocence or of death after seven years’ 
unexplained absence without tidings and (usually) after 
due search and inquiry. Logically then the absentee 
whose death is presumed after seven years must be pre- 
sumed to have lived to the last moment of the seven year 
period. Some courts so hold.” 

On the other hand, most of the decisions appear wholly 
to disregard the logical effect of the presumption of the 
continuance of life, and to adopt the view that the com- 
mon-law (or statutory) presumption establishes merely 
the fact of death and deals not at all with the time of 
death. On the basis of that theory, it has now become 

24 English v. United States, 25 F.2d 335 (D.C. Md. 1928); Ferris v. Amer- 
ican Ins. Union, 245 Mich. 548, 222 N.W. 744 (1929); United States v. 
O’Brien, 51 F.2d 37 (4th Cir. 1931); Thompson v. Parrett, 82 Ohio App. 366, 
78 N.E.2d 419 (1948) ; In re Brevoort’s Will, 190 Misc. 328, 73 N.Y.S.2d 216 
(Surr. Ct. 1947) (presumption of death at end of period, but presumption re- 
buttable) ; In re Ferris’ Estate, 79 N.Y.S.2d 12 (Surr. Ct. 1948). Cf. Freiberg 
v. Schloss, 112 N.E.2d 352 (Ohio Prob. Ct. 1953) holding that the seven year 


period raises no presumption as to the time of death, but that the burden of 
proof is on him who would show it to be less. 
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common practice, in cases where the presumption has 
been relied on to establish death, to receive evidence of 
exposure to specific peril, of sickness, of character and 
of surrounding circumstances in order to permit the fix- 
ing of the time of death on some date short of seven 
years (and before lapse of insurance coverage) .” 

To say that the result is ridiculous is a lamentable 
understatement. If there is sufficient evidence of death 
at or about the time of disappearance to justify a court, 
seven years later, in concluding that death and disap- 
pearance coincided, then there almost certainly would 
have been sufficient evidence to have reached the same 
result when the facts were fresh in the minds of the wit- 
nesses. Conversely, if there is not sufficient evidence to 
justify a finding of death before the lapse of seven years, 
and if the finding is therefore based primarily on the 
lapse of time, the same evidence of death is manifestly 
wholly inadequate to permit the court to conclude that 
death occurred at any particular time. 


25 Federal: Rose v. United States, 4 F. Supp. 340 (D.C. Mass. 1933); Clay- 
well vy. Inter-Southern Life Ins. Co., 70 F.2d 569 (8th Cir. 1934); Penn Mut. 
Life Ins. Co. v. Tilton, 84 F.2d 10 (10th Cir. 1936); Nigro v. Hobby, 120 F. 
Supp. 16 (D.C. Neb. 1954) ; ; California: In re Christin’s Estate, 128 Cal. App. 
625, °7 P.2d 1068 (1933); Colorado: Kansas City Life Ins. Co. v. Marshall, 
84 Colo. 71, 268 Pac. 529 (1928); Idaho: Gaffney v. Royal Neighbors, 31 
Idaho 549, 174 Pac. 1014 (1918); Jllinois: McNaghton vy. Northwestern Mut. 
Life Ins. Co., 318 Ill. App. 390, 48 N.E.2d 200 (1943); Kentucky: Pacific 
Mut. Life Ins. Co. v. Meade, = 36, 134 S.W.2d 960 (1939); Edwards v. 
Equitable Life Assur. Soc 448, 177 S.W.2d 574 (1944); Jefferson 
Std. Life Ins. Co. v. Hewlett, 207 Ry. 352, 210 S.W.2d 352 (1948) ; Michigan: 
Sackett v. Metropolitan Ins. Co., 260 Mich. 466, 245 N.W. 499 (1932); Min- 
nesota: Behlmer v. Grand Lodge, 109 Minn. 305, 123 N.W. 1071 (1909); Ek- 
lund vy. Supreme Council, 152 Minn. 20, 187 N.W. 826 (1922); Sherman y. 
Minnesota Mut. Ins. Co., 191 Minn. 607, 255 N.W. 113 (1934); Missouri: 
Bradley v. Modern Woodmen of America, 146 Mo. App. 428, 124 S.W. 69 
(1910); Schell v. Metropolitan Life Ins. Co., 3 S.W.2d 269 (St. Louis Ct. 
App. 1928); Ferril v. Kansas City Life Ins. Co., 345 Mo. 777, 137 S.W.2d 577 
(1940) ; White v. Metropolitan Life Ins. Co., 218 S.W.2d 795 (Ct. App. 1949) ; 
Nebraska: Wells v. Equitable Life Assur. Soc., 130 Neb. 722, 266 N.W. 597 
Sig JF New York: Connor v. New York Life Ins. Co., 179 App. Div. 596, 
166 N.Y. Supp. 985 (2d Dept. 1917); Jn re Brevoort’s Will, 190 Misc. 328, 73 
N.Y.S.2d 216 (Surr. Ct. 1947); Oklahoma: The Praetorians v. Phillips, 184 
Okla. 521, 88 P.2d 647 (1939); Gaylor v. Atlas Life Ins. Co., 185 Okla. 163, 
90 P.2d 661 (1939); Oregon: Arden v. United Artisans, 124 Ore. 225, 264 
Pac. 373 (1928); Pennsylvania: Fanning v. Equitable Life Assur. Soc., 264 
Pa. 333, 107 Atl. 715 (1919); Rhode Island: Frechette vy. Travelers Ins. Co., 
70 R.I. 347, 38 A.2d 645 (1944); Texas: Sovereign Camp vy. Davis, 268 S.W. 
ro al App. 1924); Lile v. Sovereign Camp, 100 S.W.2d 1033 (Civ. App. 
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V 
LIMITATION PROBLEMS 


In most of the seven years’ absence cases dealing with 
insurance, time of death is important because lapse has 
occurred somewhere along the line. It is unusual for 
the beneficiary to continue the premium payments during 
the seven year period, and the policy of the average ab- 
sentee is neither paid up nor so old that the extended in- 
surance values can carry it for seven years. 

Time of death and the payment of premiums is equally 
important from the standpoint of limitations. When the 
court concludes, on the basis of seven years’ absence, that 
the policyholder is dead and then proceeds to rule that 
death occurred at about the time of disappearance (and 
when the policy was in force) what about limitations? 
The action has been brought seven years after death and 
therefore seven years after the right would ordinarily be 
expected to accrue. Seven years is longer than the usual 
Statutory limitation period for actions founded ex con- 
tractu, and five years longer than the usual two-year con- 
tractual limitation provided by most life insurance pol- 
icies. 

On the other hand it would be manifestly unfair for a 
rule of law to require a seven year wait and then to bar 
the action by means of a two (or five or six) year limita- 
tion rule. Almost inevitably, limitations are not applied 
to such a situation, and either by using the theory that 
the action does not accrue until “due proof” has been 
presented to the company (which cannot be done short of 
seven years) or by arbitrarily determining that there can 
be no accrual of the right of action until the lapse of the 
seven years, the courts have protected the beneficiary.” 

26 Federal: Travelers’ Ins. Co. v. Bancroft, 65 F.2d 963 (10th Cir. 1933), 
cert. denied, 290 U.S. 680 (1933); California: Benjamin y. District Grand 
Lodge, 171 Cal. 260, 152 Pac. 731 (1915); Linneweber v. Supreme Council, 30 
Cal. App. 315, 158 Pac. 229 (1916); Connecticut: Potter v. Prudential Ins. 
Co., 108 Conn. 271, 142 Atl. 891 (1928); Jowa: Haines v. Modern Woodmen 
of America, 189 Iowa 651, 178 N.W. 1010 (1920); Michigan: McLaughlin v. 


Aetna Life Ins. Co., 221 Mich. 479, 191 N.W. 224 (1922); Griffin v. North- 
western Mut. Life Ins. Co., 250 Mich. 185, 229 N.W. 509 (1930); Lukazewski 
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CONCLUSIONS 


From Troy in the twelfth century B. C. to Tennessee 
in 1954, mysterious disappearances have endlessly per- 
plexed those who remain behind. Frequently romance 
is the explanation. Ulysses’ return was delayed when he 
dallied with Circe. In a recent Tennessee case (the most 
recent case to have had wide press attention), a con- 
temporary wanderer ran off with Circe’s modern sister. 

In Nashville in 1931, a lovesick couple abandoned jobs, 
families (and life insurance) for true love in Texas. The 
man left his home, position and three children, and six 
weeks later his former secretary and social companion 
disappeared as mysteriously. The man left $50,000.00 
in life insurance policies payable to a trustee for his 
family, and in 1942 the Tennessee Supreme Court af- 
firmed a judgment directing the payment of this fund.” 

The author will not criticize that decision. Perhaps 
the Tennessee court achieved substantial justice for the 
wife and children when it overlooked the strange co- 


incidence of the double disappearance and emphasized 
instead the morbid tendencies of the departed. But when 
in 1953, the missing couple was found, and when the in- 
surance company sued the trustee to recover the undis- 


v. Sovereign Camp, 270 Mich. 415, 259 N.W. 307 (1935); Minnesota: Behlmer 
v. Grand Lodge, 109 Minn. 305, 123 N.W. 1071 (1909) ; Mississippi: New 
York Life Ins. Co. v. Brame, 112 Miss. 828, 73 So. 806 (1917); Nebraska: 
Wells v. Equitable Life Assur. Soc., 130 Neb. 722, 266 N.W. 597 (1936) ; 
Oklahoma: Gaylor v. Atlas Life Ins. Co., 185 Okla. 163, 90 P.2d 661 (1939) ; 
Oregon: Hefford v. Metropolitan Life Ins. Co., 173 Ore. 353, 144 P.2d 695 
(1944); Pennsylvania: O’Hara v. Metropolitan Life Ins. Co., 73 Pa. Super. 
434 (1920); Roblin v. Supreme Tent, K.M., 269 Pa. 139, 112 Atl. 70 (1920); 
Rkode Island: Frechette v. Travelers Ins. Co., 70 R.I. 347, 38 A.2d 645 (1944) ; 
Tennessee: National Life & Accident Ins. Co. v. Grizzard, 24 Tenn. App. 429. 
145 S.W.2d 800 (1940); New York Life Ins. Co. v. Nashville Trust Co., 178 
Tenn. 437, 159 S.W.2d 81 (1942); Texas: Supreme Lodge v. Wilson, 204 
S.W. 891 (Civ. App. 1918); Sovereign Camp v. Piper, 222 S.W. 649 (Civ. 
App. 1920); Sovereign Camp v. Boden, 117 Tex. 229, 1 S.W.2d 256 (1927) ; 
American Nat. Ins. Co. v. Hicks, 35 S.W.2d 128 (Comm’r App. 1931); Lile v. 
Sovereign Camp, 100 S.W.2d 1033 ag: App. 1936); Universal Life Ins. Co. 
v. Wallace, 149 *S.W2d 662 (Civ. App. 1941) ; Washington: Fordyce v. Mod- 
ern Woodmen of America, 129 Wash. 364, 225 Pac. 434 (1924); Harris v. 
Security Ben. Ass’n, 185 Wash. 25, 52 P.2d 329 (1935); Howard v. Equitable 
Life Assur. Soc., 197 Wash. 230, 85 P.2d 253 (1938). 

27 New York Life Ins. Co. yv. Nashville Trust Co., 178 Tenn. 437, 159 
S.W.2d 81 (1942). 
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tributed balance, the lower court held that the statute of 
limitations had run and that the beneficiaries could thus 
continue to enjoy the benefits both of a living trust and 
of a living father.” Since the matter is still pending on 
appeal, it might be inappropriate to make further com- 
ment other than to say that it is probable that courts of 
other states will work out a different solution. 

The underlying problem in all of the mysterious dis- 
appearance cases is, in one sense, insoluble. No mortal 
force could be expected to be unerringly accurate in de- 
termining whether at any given moment a mysterious de- 
parture had become an unknown death; therefore, courts 
will necessarily on occasion require the payment of policy 
proceeds in cases where death has not in fact occurred. 
But though no system or set of principles can avoid all 
errors, the legal rules themselves can at least be as valid 
as the law can make them. The present legal principles 
being applied by the courts fall far short of that attain- 
able objective. Too often death is found as a fact with 
no evidence whatsoever; too often beneficiaries are not 
permitted to show strong evidence of death merely be- 
cause seven years have not elapsed. Both the presump- 
tion of continuance of life and the presumption of death 
are useless and unnecessary crutches upon which courts 
place unreasoning reliance. The abandonment of the 
presumption of the continuance of life would remove a 
useless bar to the proof of death before seven years; the 
abandonment of the presumption of death would require 
clearer and more convincing evidence that death has in 
fact occurred. 

The most concrete proposal in this direction has been 
lying little noticed for fifteen years. In 1939 the Uniform 
Law Commissioners recommended a clumsily named 
“Absence as Evidence of Death and Absentee’s Property 


28 For details of the episode see the Nashville Tennessean, Feb. 14, 1954 
(“Couple Who ‘Died’ for Love Live Again”). The trial court’s recent order 
was also given widespread circulation. 
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Act.”*” The Act, after a short life in which it was 
adopted by Tennessee, Maryland and Wisconsin, has dis- 
appeared as completely as the missing persons with whom 
it deals. It deserves to be rediscovered. The following 
are a few of its high points: 

First, the Act eliminates a presumption of death from 
seven or any other number of years, leaving the issue to 
be tried by the court or jury in the light of specific facts, 
including the actual perils endured. Insurance policy 
provisions in conflict with this approach are invalidated. 

Second, a receivership in the nature of an equity re- 
ceivership is established to conserve the property of miss- 
ing persons. 

Third, “At any time” the court can make a final order 
that the absentee is dead, and put his property into pro- 
bate. 

Fourth, the Act establishes a system for the distribution 
of property, including the proceeds of insurance policies. 

This is not to say that the proposed Uniform Act is a 
complete panacea. Tennessee has the Act, and a lower 
court there reached the odd result described above. But 
the unique nature of that case (with the bulk of the fund 
still undistributed twelve years after the Supreme Court’s 
first decision) emphasizes that, even if this result is al- 
lowed by the Uniform Act, one’s criticisms of the statute 
must be restricted to specialized points and highly un- 
usual situations. The Act itself deserves to be brought 
back from the dead and given new life. There is no 
answer to the blistering conclusions of the Commissioners 
when they sponsored the Act: 


It is unthinkable—the situation is intolerable—where in case of 
an absentee, with absence unexplained, continuous, unheard of, 
leaving a family to be supported, debts to be paid and collected, 
life insurance to be paid, business to be carried on, etc. that there 
be no law for the ascertainment of rights and the distribution 
of property.*° 


29 See 9 Unirorm Laws Annoratep 1 (1951). 
30 Jd. at 4. 
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EDITORIAL NOTE 


WILL THE PATENT PROVISIONS OF THE ATOMIC 
ENERGY ACT OF 1954 PROMOTE PROGRESS 
OR STIFLE INVENTION? 


I 
INTRODUCTION 


On August 30, 1954, President Eisenhower signed into law the 
Atomic Energy Act of 1954.1 This legislation made many sweeping 
changes in the Atomic Energy Act of 1946 (McMahon Act),? not 
the least of which are the provisions relating to patents. As a result 
of the new Act, a broader class of nonmilitary inventions relating 
to atomic energy may now be the subject matter of patents, but such 
patents are placed in a special category apart from those directed to 
inventions in fields other than atomic energy. 

Of the new patent provisions, by far the most controversial are 
Section 152% dealing with inventions conceived during commission 
contracts, arrangements, or other relationships and Section 153 * deal- 
ing with compulsory licensing. This note is limited to a discussion 
and critique of these two sections and other provisions of the Act 
are discussed only to the extent necessary for a complete under- 
standing and proper interpretation of Sections 152 and 153. 

Section 152 provides substantially that any invention useful in 
the production or utilization of special nuclear material or atomic 
energy, made or conceived under any contract, subcontract, ar- 
rangement or other relationship with the Atomic Energy Com- 
mission, regardless of whether or not the contract or arrange- 
ment involved the expenditure of funds by the Commission, shall 
be deemed to have been made or conceived by the Commission. Pro- 
vision is made whereby the Commission may waive its claim to any 
invention of this class under such circumstances as it may deem 
appropriate. Provision is also made which requires an applicant for 
a patent on the production or utilization of atomic energy to file a 
statement under oath setting forth the full facts surrounding the 
making or conception of the invention. An applicant for such a 
patent who disagrees with the Commission as to the circumstances 
surrounding the making or conception of the invention may request a 
hearing before the Board of Patent Interferences which shall have 

168 Star. 919 (1954), Pub.L. No. 703, 83d Cong., 2d Sess. (Aug. 30, 1954). 

260 Strat. 755, 42 U.S.C. § 1801 (1946). 


8 For complete text, see Appendix. 
* Ibid. 
[ 195 ] 
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power to determine whether or not the patent shall issue to the Com- 
mission. An appeal from the decision of the Board may be taken by 
either the applicant or the Commission to the Court of Customs and 
Patent Appeals. 

Section 153 provides substantially that the Commission may de- 
clare any patent to be affected with the public interest if (1) the 
invention covered by the patent is of primary importance in the 
production or utilization of special nuclear material or atomic energy ; 
and (2) the licensing of such invention or discovery under this 
section is of primary importance to effectuate the policies and pur- 
poses of the Act. Whenever any patent is so declared affected with 
the public interest, the Commission is itself automatically licensed 
under the patent and empowered to grant licenses to any person 
where it finds that the use of the invention is of primary importance 
to the conduct by such person of an activity authorized by the Act. 
Further provisions are made for the compulsory licensing of atomic 
energy patents to any person engaged in certain activities authorized 
by the Act after notice and a hearing if the Commission finds that 
(1) the patent is of primary importance in the production or uti- 
lization of special nuclear material or atomic energy; (2) the license 
is of primary importance to the conduct of the applicant’s activities ; 
(3) the activities of the applicant are of primary importance to the 
furtherance of policies and purposes of the Act; and (4) the appli- 
cant cannot otherwise obtain a license from the owner on reasonable 
terms. The terms of the license shall be equitable and generally 
not less fair than those granted to other licensees and a reasonable 
royalty fee will be provided. The provision of this section shall apply 
to any patent, the application for which is filed before September 1, 
1959. 

It is apparent at the outset that the atomic energy industry is not 
a normal one. As a result there arise for consideration these ques- 
tions. Should the normal patent laws apply or should they be sup- 
plemented by a special set of atomic energy patent laws? If the 
existing patent laws are not sufficient to deal with this special field, 
are the patent provisions of the Atomic Energy Act of 1954 an 
acceptable supplement ? 

II 


PURPOSE 


On February 17, 1954, in a message to Congress,° President Eisen- 
hower recommended a number of amendments to the Atomic Energy 
Act of 1946 for the stated purpose of strengthening the defense and 


5100 Cong. Rec. 1828 (Feb. 17, 1954). 
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the economy of the United States and of the free world. In his 
words, the means necessary to accomplish this purpose were: 


First, widened cooperation with our allies in certain atomic 
energy matters; Second, improved procedures for the control 
and dissemination of atomic energy information; and, Third, 
encouragement of broadened participation in the development of 
peacetime uses of atomic energy in the United States.® 


In making recommendations in the area of domestic development 
of atomic energy, the President urged Congress to: 


Liberalize the patent provisions of the Atomic Energy Act, 
principally by expanding the area in which private patents can 
be obtained to include the production as well as utilization of 
fissionable material, while continuing for a limited period the 
authority to require a patent owner to license others to use an 
invention essential to the peacetime applications of atomic en- 
ergy.". (Emphasis added.) 


He then added further: 


Until industrial participation in the utilization of atomic energy 
acquires a broader base, considerations of fairness require some 
mechanism to assure that the limited number of companies, which 
as government contractors now have access to the program, can- 
not build a patent monopoly which would exclude others desiring 


to enter the field. I hope that participation in the development 
of atomic power will have broadened sufficiently in the next five 
years to remove the need for such provisions.* (Emphasis 
added.) 


It was with the President's request in mind that the members of 
the Joint Committee on Atomic Energy drafted legislation which, 
when enacted into law some six months later, became the Atomic 
Energy Act of 1954. 

As will be seen later in this note, however, there was considerable 
disagreement in the choice of statutory language to effectuate the 
purpose as expressed by the President. 

The President’s message apparently requested specifically that 
Congress enact compulsory licensing legislation. In response to a 
Congressional inquiry made directly to the President requesting clari- 
fication of his desires in the matter, his special counsel wrote a quali- 
fying letter which read in part as follows: 

The President is concerned, as I am sure you are, that per- 


mitting greater utilization of atomic energy by industry does not 
result in giving to the limited number of companies which have 


6 Ibid. 
7 Id. at 1830. 
8 Ibid. 
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had contractual relations with the Atomic Energy Commission 
a monopoly position in this field... . [The President’s] sugges- 
tion [as to compulsory licensing for a limited time] . . . was 
not intended to foreclose the consideration and adoption by the 
Congress of any other effective mechanism that would accom- 
plish the objective that the President had in mind.° 


Basically, the purpose of Sections 152 and 153 is (1) to insure 
maximum scientific and industrial progress in the atomic energy 
field by encouraging widespread participation; (2) to secure to the 
public the fruits of the vast government-sponsored research program 
in atomic energy which had already taken place and had been financed 
exclusively by federal funds; and (3) to insure that the government 
contractors who had played such an important part in the develop- 
ment of atomic energy prior to the passage of the 1954 Act would 
not obtain unfair patent monopolies over those who had not previously 
participated in such activities. 


III 
LEGISLATIVE History 


Of all the sections in the Atomic Energy Act of 1954, the patent 
provisions experienced perhaps the stormiest route through the legis- 
lative process which led to their final enactment. A comprehensive 
review of the legislative history including the Atomic Energy Act 
of 1946 illustrates the magnitude of the controversy surrounding 
these provisions. Furthermore, it appears that more debate is in 
store, for there is every indication that proposed amendments to the 
patent provisions will be high on the Congressional calendar for 
1955. 

In October, 1945, a special committee was created by the Senate 
to investigate problems relating to the development, use, and control 
of atomic energy.° On November 27, 1945, this committee began 
public hearings ** on the entire question of the atomic bomb and 
atomic energy. Included in the legislation considered by this com- 
mittee was S. 1717,!* introduced by Senator McMahon on December 
20, 1945. After lengthy debate, the amended bill was passed by 
both houses of Congress and approved by the President on August 1, 
1946 under the title of the Atomic Energy Act of 1946. 

Section 11 of the Act of 1946 prohibited the issuance of patents 
useful solely in the utilization of fissionable material or atomic energy 

9100 Cong. Rec. A5356 (July 24, 1954). 

10 Sen Res. No. 179, 79th Cong., Ist Sess. (1945). 

11 Hearings before Senate Special Committee on Atomic Energy, 79th Cong. 


(1945-46). 
12S. 1717, 79th Cong., Ist Sess. (1945). 
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for a military weapon. In addition, this section withheld normal 
patent rights for inventions or discoveries useful solely in the pro- 
duction of fissionable material. Patents previously issued which 
would fall in either of these two categories were revoked and just 
compensation was to be made therefor by the Atomic Energy Com- 
mission. Also, the Commission was authorized to declare patents 
affected with the public interest and thus subject to compulsory 
licensing if the inventions or discoveries covered by the patents uti- 
lized, or were essential in the utilization of, fissionable material or 
atomic energy and the licensing of such patents was necessary to 
effectuate the policies and purposes of the Act. 

On April 15, 1954, companion bills, H.R. 8862 ** and S. 3323,™ 
to amend the Atomic Energy Act of 1946, were introduced in the 
House and Senate by Representative Cole and Senator Hicken- 
looper, respectively. Section 152 of each bill denied patent rights 
with respect to any invention to the extent that such invention was 
used in the conduct of research and development activities authorized 
by the Commission. Section 153 authorized the Commission to ap- 
propriate and make just compensation for inventions or discoveries 
useful in the utilization of special nuclear material or atomic energy 
in an atomic weapon. 

After hearings ** were held by the Joint Atomic Energy Committee 
wherein representatives from private companies and organizations 
testified, a draft bill incorporating proposed changes was printed on 
May 21st for committee use. Section 152 of this revised bill pro- 
vided that no patents useful in the production of special nuclear 
material or atomic energy should be granted unless the applicant 
filed a sworn statement that the invention was not made or con- 
ceived during the course of, in connection with, or under the terms 
of any contract, subcontract, arrangement or other relationship with 
the Commission. 

Shortly thereafter, the hearings were resumed, and testimony was 
received from government witnesses ** and on June 30th, new com- 
panion bills, H.R. 9757** and S. 3690,1* were introduced and re- 


13 H.R. 8862, 83d Cong., 2d Sess. (1954). 

14S. 3323, 83d Cong., 2d Sess. (1954). 

15 Hearings before Joint Committee on Atomic Energy on S. 3323 and 
and H.R. 8862, 83d Cong., 2d Sess. (1954). 

16 Government agencies represented at the hearings: Atomic Energy Com- 
mission, Members of Congress, Department of Defense, Federal Power Com- 
mission, Department of Interior, Department of Justice, Department of State, 
and Tennessee Valley Authority. 

17 H.R. 9757, 83d Cong., 2d Sess. (1954) ; accompanying report, H.R. Rep. 
No. 2181, 83d Cong., 2d Sess. (1954). 

18S. 3690, 83d Cong., 2d Sess. (1954) ; accompanying report, SEN. Rep. No. 
1699, 83d Cong., 2d Sess. (1954). 





200 THE GEORGE WASHINGTON LAW REVIEW 


ported by the Joint Committee incorporating revisions made during 
executive meetings. As reported by the Committee, Section 152 deal- 
ing with patents conceived during commission relationships was 
eliminated and replaced by a new section, the forerunner of the 
present Section 153 on compulsory licensing with the provision 
that the only patents affected would be those the application for which 
should be filed in the five year period following the passage of the 
Act. Thus a transition period was provided. 

Although debate began in the Senate on S. 3690 first, the House 
passed H.R. 9757, as amended, and sent the bill to the Senate 
before Senate action was completed. In the House, the compulsory 
licensing provision of Section 152 had been defeated and replaced 
by an amendment by Representative Cole which restored to the 
bill in revised form the provisions concerning inventions conceived 
during commission relationships. The Senate, however, not only 
rejected the Cole amendment, but they accepted compulsory licensing 
and extended the transition period from five to ten years. 

The bill was then sent to conference, and as reported to the House, 
the conference version of H.R. 9757 omitted the compulsory licensing 
feature as desired by the Senate. As a result, the conference report,?® 
after being adopted by the House, was rejected by the Senate and 
returned to the conference committee with instructions to include 
some form of compulsory licensing. The second conference report ?° 
retained the House provision relating to inventions conceived during 
commission relationships and also provided for compulsory licensing 
of patents in the atomic energy field but with the transition period 
reduced again to five years. The inclusion of the compulsory licens- 
ing provision was agreed to by the conferees on the part of the 
House only because, as a condition precedent to their assent, they 
were assured that the patent problem would be fairly and fully 
studied at the next session of Congress.2* The second conference 
substitute was then adopted by both the House and Senate and sent 
to the President for approval, and upon being signed, became the 
Atomic Energy Act of 1954. 


IV 


CONSTITUTIONAL QUESTIONS 


During the consideration by the 83d Congress of legislation to 
amend the Atomic Energy Act of 1946, many questions were raised 
and theories advanced as to the constitutionality of the compulsory 


19 H.R. Rep. No. 2639, 83d Cong., 2d Sess. (1954). 
20 ae i No. 2666, 83d Cong., 2d Sess. (1954). 
21 Jd. at 51. 
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licensing provisions as finally enacted in Section 153 of the 1954 
Act. However, the broad question of the constitutionality of any 
form of compulsory licensing of patents has often been raised, and 
a number of writers have expressed their opinions on this subject.** 

The source of patent power is in the Constitution itself which de- 
clares, in Article I, Section 8, “That the Congress shall have Power 

. To promote the Progress of Science and useful Arts, by secur- 
ing for limited Times to Authors and Inventors the exclusive Right 
to their respective Writings and Discoveries.” 

Before the drafting of the Constitution of the United States, Eng- 
lish laws had given limited invention patent and copyright protection 
to the colonies. Also, a few of the colonial legislatures had enacted 
statutes in the field of copyrights and some included stringent re- 
quirements to insure that the copyrighted works would be available 
to the people at reasonable prices. Upon failure to fulfill these re- 
quirements, others could be licensed to publish the material. The 
patent clause in the South Carolina statute provided that the patented 
device should be manufactured and sold at a reasonable price.”* 

This is particularly interesting because a number of authorities ** 
have given Charles Pinckney of South Carolina credit as author of the 
patent clause in the Constitution, although at least partial credit 
should be given to James Madison.”® As the words “copyright” and 
“patent” had different meanings in various localities, the framers of 
the patent clause in the Constitution carefully avoided the use of 
either of these words and instead used the terms “writings” and “dis- 
coveries” and the expressions “exclusive right” and “limited times.” 

Perhaps the most ardent advocate in Congress during the atomic 
energy debate of the view that compulsory licensing is unconstitu- 
tional was Representative Cole, Chairman of the Joint Committee 
on Atomic Energy. With Representative Van Zandt concurring, 
Mr. Cole submitted a separate statement on patents which was in- 
cluded in the report issued by the Joint Committee when the com- 
pulsory licensing section first appeared. In expressing their views, 
they thought it significant that the framers of the Constitution omitted 
the word “patent” and that they intended that the grant of the 

22 For two of the most comprehensive treatments, each taking opposite sides 
of the question see Schechter, Would Compulsory Licensing of Patents be Un- 
constitutional? 22 Va. L. Rev. 287 (1936); and Fenning, The Origin of the 
Patent and Copyright Clause of the Constitution, 17 Gro. L. J. 109 (Feb. 1929). 

28 Fenning, The Origin of the Patent and Copyright Clause of the Constitu- 


tion, 17 Gro. L. J. 116 (Feb. 1929); Hamutton, T.N.E.C. Rep., PATENTS AND 
Free ENTERPRISE, Monograph No. 31 (1941) 24. 

24] Watson, ConsTiTuTION 660 (1910); Norton, THE CoNSTITUTION OF 
THE Unitep States 65 (1922). 


253 DocuMENTARY History OF THE CONSTITUTION OF THE UNITED STATES 
or America 555 (1900). 
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“exclusive right” could be made nothing less than exclusive but 
could be limited only as to the time of the grant.2® Senator Hicken- 
looper, the Vice Chairman of the Joint Committee, during the debate 
in the Senate took a similar stand.27 Vigorous doubt was also ex- 
pressed by members of the House Judiciary Committee which norm- 
ally considers patent legislation.”* 


Support for this argument can be found in a very comprehensive 
article written by a former Assistant Commissioner of Patents where- 
in he said: 


It is significant, therefore, that in framing the Constitution in its 
final form, the words “patent” and “copyright” were not used, 
possibly lest the power be limited to the particular forms of con- 
ditional exclusive rights which were at that time known as 
copyrights and patents. The words finally chosen for the Con- 
stitution seem to allow no limitations on the “exclusive” right 
such as requirements for working or compulsory licenses. It 
seems clear that it would be unconstitutional for Congress to en- 


deavor to provide for either type of limitations in either patents 
or copyrights.?® 


The Supreme Court speaking through Mr. Justice Roberts in the 
Hartford-Empire antitrust case *° placed emphasis on the fact that 


26 H.R. Rep. No. 2181, 83d Cong., 2d Sess. 96 (1954) and Sen. Rep. No. 
1699, 83d Cong., 2d Sess. 96 (1954). 

27“. | . [The] language [of the Constitution] raises a very serious doubt 
as to the ‘ability of the Congress to confer any rights on inventors except ex- 
clusive rights. Compulsory licensing is clearly the granting of a nonexclusive 
right, and I might add for the period of time during which it may be in 
effect. Enactment of the compulsory licensing provisions would inevitably 
lead to judicial interpretation, and there is a very strong possibility that the 
eee would be found to be invalid.” 100 Cong. Rec. 13645 (Aug. 13, 

28 Representative Meader said, “Far-reaching changes in patent policy such 
as this, the constitutionality of which is very doubtful, should properly be con- 
sidered by the great Committee on the Judiciary.” 100 Cong. Rec. A5347 (July 
24, 1954); The chairman of the patent subcommittee, Representative Keating 
stated, “I want to reiterate the gentleman’s remarks regarding the unconstitu- 
tionality of this provision [Section 153]. I am supporting the amendment 
offered by the gentleman from New York [Mr. Cole], to a large degree be- 
cause of my great fear that the existing language would be in violation of 
the Constitution.” 100 Cong. Rec. ‘45347 (July 24, 1954); Similarly Repre- 
sentative Walter said, “I am as sure that the bill as written is unconstitutional 
as I have ever been about that question in any legislation.” 100 Cong. Rec. 
A5348 (July 24, 1954) ; Representative Graham stated, “I have a very distinct 
recollection of the time a number of years ago, 7 or x years ago, when Hon. 
Fritz Lanham, chairman of the Committee on Patents, consulted with us on 
the Committee on the Judiciary on this subject and Hon. Hattan Sumners, chair- 
man of my committee, assigned me as one of those to go into the matter. I 
may say that I am as firmly convinced as I am talking to you at this point 
that the language of the bill is unconstitutional. And you cannot compromise 
with the question of constitutionality.” 100 Cong. Rec. A5346 (July 24, 1954). 

29 Fenning, The Origin of the Patent and Copyright Clause of the Constitution, 
17 Geo. L. J. 116 (Feb. 1929). 

80 Hartford-Empire Co. v. United States, 323 U.S. 386, clarifying opinion, 


324 U.S. 570 (1945). But cf. United States v. National Lead Co., 332 U.S. 
319 (1947), 
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Congress, though asked as early as 1877, and frequently since, to 
adopt a system of compulsory licensing of patents, has failed to enact 
these proposals into law. This indicates Congressional doubt perhaps 
both as to the constitutionality and the desirability of such legislation. 

However, it is interesting to note that a provision in the copyright 
law requires the owner of a musical copyright who has made phono- 
graph recordings of his musical work to license others to make 
such recordings.** 

Furthermore, during the testimony before the Joint Committee, 
the idea was advanced that the grant of power to Congress by 
Article I, Section 8 of the Constitution is plenary. The Constitution 
does not require, but merely authorizes, Congress to grant exclusive 
rights. The Constitution does not dictate the manner in which this 
power shall be exercised but permits Congress to decide the condi- 
tions upon which the patent shall be granted, the measure of the 
right, and the manner in which the inventor shall be compensated.** 

It is interesting to consider that although the Atomic Energy Act 
of 1946 provided for compulsory licensing of certain patents in the 
atomic energy field, the power to grant licenses was never exercised by 
the Atomic Energy Commission. This was basically the situation 
because other provisions of the Act, in effect, prohibited private 
patents in this field, and, as a result, the compulsory licensing 


authority was essentially unnecessary. Therefore, the constitution- 
ality of the compulsory licensing provisions in the McMahon Act 
was never passed on by the courts. Although there is apparently 
no judicial authority precisely in point, Mr. Justice Baldwin of the 
Supreme Court in the case of McClurg v. Kingsland said: 


. .. [T]he powers of Congress to legislate upon the subject of 
patents is plenary by the terms of the Constitution, and as there 
are no restraints on its exercise, there can be no limitation of 
their right to modify them at their pleasure so that they do not 
take away the rights of property in existing patents.** 


In a 1945 Supreme Court decision in the case of Special Equipment 
Co. v. Coe,** the Court held that Congress, in the choice of means 
of promoting the useful arts by patent grants, could have provided 
that the grant be conditioned upon the use of the patented invention. 
In fact, there was in effect for a short time a statute providing that 
patents issued to aliens would be subject to forfeiture in case of non- 
working for a specified period.* 

3117 U.S.C. § 1(e) (1952) 

82 Hearings, supra note 15, at 129. 

331 How. 202 (U.S. 1843). 


34 324 U.S. 370 (1945). 
354 Stat. 577 (1832), repealed by 5 Stat. 117 (1836). 
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On the basis of the above-cited decisions, the Supreme Court might 
today hold compulsory licensing constitutional. Certainly there is 
persuasive evidence that the courts in the past have felt that the 
power of Congress to legislate on the matter of patents is plenary 
and that it could choose the means it deemed best suited to advance 
the useful arts and sciences.** 

Many distinguished persons have argued that compulsory licensing 
of patents is unconstitutional and that the intent of the framers was 
that the inventor’s rights under a patent could not be less than ex- 
clusive. 

It is felt, however, that these views are largely based on their 
proponents’ convictions that compulsory licensing would be detri- 
mental and undesirable rather than on sound constitutional reason- 
ing. Even though compulsory licensing may be undesirable, the 
better interpretation of Article I, Section 8 of the Constitution ap- 
pears to be that the term “exclusive right” defines the upper limit 
beyond which Congress may not go and does not preclude the grant 
of a right less than exclusive. The Supreme Court in the McClurg 
case *7 came very close to asserting this view. 

It is submitted that the avoidance of the use of the terms “patent” 
and “copyright,” which denoted in some states rights less than ex- 
clusive, in the text of the Constitution was not to limit the power of 


Congress to the grant of “exclusive rights” only but rather to insure 
geographical uniformity with respect to patents and copyrights and, 
thus, eliminate the possibility of misinterpretation which would result 
from the use of terms which meant different things in different states. 


V 
PROBLEMS OF INTERPRETATION 


Certain problems arise in the interpretation of both Sections 152 
and 153, particularly the former. There, of course, has been to date 
no occasion for judicial construction of these sections, but the prob- 
lem of interpretation may be a difficult one in the face of the un- 
certainties and ambiguities that seem to exist. 

Section 152 appears to be particularly capable of diverse interpre- 
tations. It is significant to note that the uncertainty of its meaning 
largely escaped attention during congressional debate on the Act. 

The Commission may claim proprietary rights under Section 152 
to any invention made or conceived under any contract, subcontract, 
arrangement or other relationship with the Commission regardless 


36 For an excellent treatment of the question see Schechter, Would Com- 
pulsory Licensing of Patents be Unconstitutional? 22 Va. L. Rev. 287 (1936). 
371 How. 202 (U.S. 1843). 
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of whether or not the expenditure of government funds is involved. 
Taken at face value this language is extremely broad. It is virtually 
impossible to predict precisely how remote the “arrangement or other 
relationship” could be before a court would hold that it falls outside 
the language of Section 152. The language could include mere 
licensees of the Commission under the Act. It could include those 
requiring merely a security clearance. It could also include an in- 
dependent operation of an organization which concurrently holds 
commission contracts even though there may be no relationship 
or even communication between the people engaged in the inde- 
pendent project and those engaged in the commission project. There 
is doubt as to how far down the line of subcontractors the language 
will extend. 

There is some indication that Congress did not intend that remote 
relationships such as the foregoing be included. Representative Cole, 
the author of Section 152, takes the stand that persons standing in a 
relationship with the Commission such as that of a mere licensee 
would not come within the scope of this section.** 

Mr. Cole pointed out the meaning of and the object sought to be 
attained by the section in an address made outside of Congress but 
reprinted in the Congressional Record.*® He stated that the bill 
prevents the 15,000 firms which have been engaged in atomic work 
as government contractors from securing patents on inventions con- 
ceived while so engaged. He asserted that it would also prevent 
private corporations from obtaining patents on future inventions dis- 
covered while working directly or indirectly for the Government or 
one of its contractors. He further asserted that patents granted 
under the Act must be based solely on the expenditure of private 
effort and money in keeping with the American system of risk 
taking. 

Mr. Cole’s assurances that mere licensees and others in equivalent 
relationships will not be included among those groups falling within 
the terms “arrangement or other relationship” are a part of the 
legislative history and are persuasive. The courts in construing 
the statute, however, will first look to the language of the statute 
itself.*° This language on its face could be construed to cause the 
forfeiture to the Commission of a major portion of atomic inventions. 
Particularly significant is the provision that government funds need 


38 “Tt is not intended that section 152 should cover licensees unless in some 
other respects they do have an association with the commission by reason of 
being a contractor or subcontractor or having money given to them by the 
commission.” 100 Cong. Rec. 13074 (Aug. 9, 1954). 

39100 Cong. Rec. A5858 (Aug. 9, 1954). 

40 Railroad Commission vy. Chicago, B.&.Q.R.Co., 257 U.S. 563 (1922). 
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not be involved in an “arrangement or other relationship” to cause 
it to fall within the scope of this section. Commission regulations 
in this field will be extremely widespread and it will be difficult 
for industry to operate effectively without some semblance of a re- 
lationship with the Commission. 

There is other language in Section 152 which is not clear and 
which will present interpretive difficulties. The title to the section 
concerns inventions conceived during commission contracts. The 
text of the section discusses inventions conceived under any contract 
or other relationship. An invention can, of course, be conceived only 
by a person and not by a firm or corporation. Does such language 
include inventions conceived by any employee while a commission 
contract exists or is it limited to those conceived by persons actually 
participating in the contract project? If the present language is re- 
tained, it remains to be seen how the courts will construe it. Too 
broad an interpretation might result in the socialization of a major 
portion of atomic energy patents. 

It is felt that the provisions of Section 153 do not present interpre- 
tive problems of great magnitude. It is true that much latitude is 
given to the Commission in determining such questions as whether 
or not a patent is affected with the public interest. By the nature of 
the problem, however, such latitude is necessary and it would be 


unwise to attempt to spell out too many rules for the Commission to 
follow. 


VI 
DESIRABILITY 


The problem faged by Congress in enacting legislation to promote 
the expansion of the atomic energy industry to peacetime uses was a 
difficult one. The question for consideration is whether or not the 
present Sections 152 and 153 will help promote that expansion. 

As previously discussed, Section 152 appears capable of varied 
interpretation. It is ambiguous in scope and uncertain in effect. 
For these reasons, the section in its present form seems undesirable. 

It is doubtful if anyone would seriously oppose the doctrine that 
the public should have rights under patents covering inventions con- 
ceived as a result of the expenditure of government funds. It is 
vigorously urged, however, that the fruits of inventive ingenuity 
resulting exclusively from the expenditure of private capital should 
rest in the inventor. The inventor’s rights should not be forfeited 
to the Government because of some obscure connection with the 
Atomic Energy Commission which might be stretched into an “ar- 
rangement or other relationship.” In any event, inventions con- 
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ceived during the course of government contracts are commonly 
safeguarded for the public’s use because of the patent provisions 
generally inserted in such contracts.* 

Section 153 does not render every patent relating to atomic energy 
vulnerable to the threat of compulsory licensing. The section pre- 
scribes two sets of requirements ** as to the importance of the in- 
vention and the character of the use by the potential licensee which 
must be met before a patent will be subject to forced licensing. It 
is apparent, however, that any patent which represents a real step 
forward in the nuclear art could be made available to a substantial 
portion of the atomic industry. It remains to be seen what effect 
this will have on the development of peacetime uses for the atom. 

Compulsory licensing of patents in general has been discussed be- 
fore, and hearings have been held on several occasions by Congress 
with results for the most part unfavorable to the doctrine.** There 
has been competent treatment of this question by many writers,** 
some having suggested compulsory licensing as a remedy for misuse 
of patents.*° 

Many conflicting theories have been advanced in support or dero- 
gation of any concept of compulsory licensing and in particular 
that called for by Section 153. The proponents of the doctrine argue 
that many inventions which rightly belong to the public because 
they were developed during projects financed by government funds 
will become private monopolies through the expedient of patents.** 
This cannot be the result if commission contracts containing patent 


41 For a typical patent clause inserted in government contracts see 32 Cope 
Fep. Recs. § 408.107 et seq. (Rev. 1951). 

42 Appendix, § 153(a-e). 

43 Hearings before House Committee on Patents on H.R. 23417, 62d Cong., 
2d Sess. (1912); Hearings before Senate Committee on Patents on S. 4442, 
71st Cong., 2d Sess. (1930); Hearings before House Committee on Patents 
on H.R. 9259 and H.R. 9815, 75th Cong., 3d Sess. (1938).; Hearings before 
Committee on Patents on S. 2303 and S. 2491, 77th Cong., 2d Sess. (1942). 

44 Woop, PATENTS AND ANTITRUST Law 194 (1942); Borkin, Patent Abuses, 
Compulsion to License and Recent Decisions, 43 Cor. L. Rev. 720 (1943) ; Vali- 
mont, Atomic Energy Patent Provisions and the American Economy, 31 J. Pat. 
Orr. Soc’y 743 (1949); Wyss and Brainard, Compulsory Licensing of 
Patents, 6 Geo. Wasu. L. Rev. 499 (1938); Newman and Miller, Patents 
and Atomic Energy, 12 Law & Contemp. Pros. 746 (1947); Ooms, Patent 
Provisions of the Atomic Energy Act, 15 U. or Cur. L. Rev. 822 (1948); 
Mobille, The Effect of the Atomic Energy Act of 1946, 36 Cornett L. Q. 
580 (1951). 

45 United States v. Hartford-Empire Co., 323 U.S. 386 (1945), clarifying 
opinion, 324 U.S. 570 (1945); Seegert, Compulsory Licensing by Judicial 
Action: A Remedy for Misuse of Patents, 47 Micw. L. Rev. 613 (1949)); 
Compulsory Patent Licensing by Antitrust Decree, 56 Yate L. J. 77, (1946); 
Coburn, Compulsory Licensing by the Courts, 28 J. Pat. Orr. Soc’y 180 
(1946); see United States v. General Electric Co. 115 Fed. Supp. 835 
(D.N.J. 1953). 

46 See statements by Representative Whitten, 100 Cong. Rec. A5370 (July 
24, 1954) and Senator Gore at p. 11218. 
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clauses mean what they say. Reasonable diligence on the part of 
the Commission coupled with close coordination between the Com- 
mission and the Patent Office should assure enforcement of con- 
tractual provisions and safeguard the public rights. 

The proponents of the doctrine also argue that compulsory li- 
censing is the best way to insure a uniform distribution of the store- 
house of information and technology relating to atomic energy and 
to prevent the organizations which have gathered a wealth of “know- 
how” as contractors in the field from using that “know-how” 
to establish broad patent positions which will dominate the 
atomic industry.*7 The proponents contend that this “know-how” 
will be of inestimable value when private research begins. Thus, 
those firms having employees with practical experience and knowledge 
in advance will be in a position to gain an early head start. 

It is undoubtedly true that an organization starting into research 
with atomic experience behind it and with a foreknowledge of the 
problems to be overcome will have a distinct advantage over an 
organization starting without such experience and foreknowledge. 
This is also true, however, in any other industry in which govern- 
ment contracts are numerous, such as the radar, jet engine, and rocket 
fuel industries. The advantages may be largely offset by a wide 
initial distribution of atomic information to private industry. There 
is also the factor that firms without experienced employees will en- 
deavor to hire men who have been active in atomic energy programs 
and thus balance the “know-how” scale. Compulsory licensing may 
have some effect in equalizing the positions of all industry, but its 
detrimental effects must be considered in determining the wisdom 
of such a course. 

It has been argued that the purpose of the entire program may 
be defeated if the holder of an important patent may exclude others 
from operating within the scope of the claims of his patent.*® The 
position has also been taken that compulsory licensing will prevent 
wrongful suppression of patented inventions and that it will make 
possible the utilization of many improvements prior to the expiration 
of controlling and basic patents.*® 

47 Senator Hickenlooper stated, “One of the problems which faces us, of 
course, in any change in the legislation is that certain companies, either 
through the benefit of contractual relationships with the Commission heretofore 
or otherwise may have put themselves in a position to take the lead in this 
patent field and preempt it almost, where companies which have not been 
experienced in this field might find it a great handicap.” Hearings, supra note 
15, at 93; Also see statement by Senator Jackson, 100 Cong. Rec. 11154 
(July 23, 1954). 

48 See statement of Senator Pastore, Hearings, supra note 15, at 221. 


49 Wyss and Brainard, Compulsory Licensing of Patents, 6 Geo. Wasn. L. 
Rev. 499 (1938). 
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A forceful statement in support of the compulsory licensing pro- 
visions of the Atomic Energy Act of 1946 was made in a symposium 
article by J. R. Newman and B. S. Miller wherein they said, speak- 
ing of compulsory licensing, “It eliminated from a whole vast area of 
enormous potential economic sigificance all possibility of manipu- 
lating patents as an instrument for achieving privileged position and 
monopoly control.” °° 

The doctrine of compulsory licensing is just as vigorously de- 
nounced by its opponents, of whom one of the most outspoken is 
Representative Cole. Mr. Cole argues among other things that it 
will encourage the retention of the products of invention as trade 
secrets rather than promote their disclosure in the form of patents.** 
There may well be a danger in this respect. A corporation actively 
engaged in atomic energy activities might choose to guard closely its 
outstanding discoveries rather than disclose them to competitors 
without the normal full protection afforded by patents. Additionally, 
the cloak of security surrounding atomic energy activities may aid 
such a corporation in guarding its secrets. 

At least two writers have denounced compulsory licensing because 
it allows a third party to sit by idly while an inventor brings his 
invention through the hazardous development stage and then com- 
pels the grant of a license if the invention should prove successful.*? 
Thus an unsuccessful inventor would bear the entire loss while 
the successful one must share his invention with others. 

It has also been argued that there are not likely to be any patents 
at this advanced stage of atomic technological progress which would 
be sufficiently basic and broad in scope to dominate a substantial seg- 
ment of the atomic industry.** 

A powerful argument against compulsory licensing is that it will 
actually retard rather than promote development of small enterprises. 
The vice-president of one small company, in testifying before the 
Joint Committee, stated, “As a small company we feel that patents 
are the means by which ingenuity and initiative can offset the financial 
resources of huge corporations now active in the field.” ** Compulsory 
licensing will take away this opportunity for a small business to build 
a patent position which will enable it to compete successfully. It will 
also tend to swing investments away from the small companies to 


50 Patents and Atomic Energy, 12 Law & Contemp. Pros. 746 (1947). 

51100 Cong. Rec. A5357 (July 24, 1954). 

52 Wyss and Brainard, Compulsory Licensing of Patents, 6 Geo. Wasn. L. 
Rev. 499 (1938); Atomic Energy Patent Provisions and the American Econ- 
omy, 97 U. or Pa. L. Rev. 389 (1949). 

53 Hearings, supra note 15, at 221 and 336. 

54Karl P. Cohen, Hearings, supra note 15, at 421; also see testimony at 
p. 219. 
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“blue chip” enterprises. Judge Frank in his concurring opinion in 
Picard v. United Aircraft Corp. said: 


To denounce patents merely because they create monopolies is to 
indulge in superficial thinking. . . . 

And so patent monopolies may still be socially useful; they 
may, indeed, as I have said, foster competition. The David Co. 
v. Goliath Inc. kind of competition is dependent on investment 
in David Co.—the small new competitor. And few men will 
invest in such a competitor unless they think it has a potential 
patent monopoly as a slingshot. . . .°° 


It is true that compulsory licensing would give the small company 
access to a great amount of useful technology by enabling it to pierce 
the walls of big business patent monopolies; but it is to be remem- 
bered that big business needs the patents of some of the “little fel- 
lows” also, and therein lies the spark to kindle the small business 
competitive flame. If the patents of all concerned are thrown into 
the compulsory licensing pot, big business is left with its capital 
advantage and small business with its small stockpile of community 
property patents and no investors. 

It is suggested that compulsory licensing will hinder rather than 
promote the development of the atom for peacetime uses. By its 
very nature it is fundamentally opposed to the patent system which 
has been so instrumental in the achievement of industrial success in 
the United States.** 

The modern day hue and cry against oppressive monopolies has 
created such a phobia that many oppose anything that smacks of 
monopoly regardless of the benefit it may bring. Any monopoly 
has undesirable effects because it excludes others from competing. In 
the field of patents, however, the benefit to the public derived from 
the monopoly grant to inventors far outweighs any detrimental effect 
it may have. It is true that a patent grants to the inventor the 
exclusive right to his invention, but it also discloses the invention 
to the public with instructions as to how to make and use it. It 
adds eventually to the pool of expired patents which rest in the public 
domain. It performs the effective function of informing other in- 
ventors as to what part of the field of invention is unoccupied and 
stimulates competition in that others will attempt to design around 
the patented invention.*’ 


55 128 Fed.2d 632, 643 (2d Cir. 1942). 

56 “Were it my task as a supersaboteur to destroy America, I should cer- 
tainly want to begin by disabling her patent system, thus to sterilize her entire 
industry.” BaLtarp, THERE Is No Mystery AxsouT PATENTs, quoted in 100 
Cong. Rec. A5357 (July 24, 1954). 

57 Gill v. Wells, 22 Wall. 1 (U.S. 1874). 
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The patent system, therefore, results in the advancement of the 
arts and sciences as well as the rewarding of the inventor. In fact, 
the former is the primary purpose of the system.*®® It is the reward 
to the inventor, however, which is the stimulus to creative inven- 
tion. The patent laws give to the inventor a property right.** If 
this propery right is diluted, the stimulus is dampened, the structure 
of the patent system breaks down, and the advance of the useful 
arts is hindered. 

One of the great dangers of enacting a compulsory licensing statute 
is that it creates a dangerous precedent. Undoubtedly in the future 
there will be other revolutionary industrial advances and the pro- 
ponents of the doctrine will argue just as strongly that it should 
apply to those fields as well as to the atomic energy field. It is 
difficult to perceive why Congress should dilute the patent system 
that has proven to be so overwhelmingly successful and is one of 
the keys to America’s greatness. As Representative Cole so aptly 
said, “Compulsory licensing is not creeping socialism; it is social- 
ism run rampant.” * 

In fact, it is reported that the effect of the patent barriers in the 
Act are being felt even at this early date. The United States Chamber 
of Commerce reports that there is an apparent hesitancy on the 
part of private enterprise to push forward with its own plans and 
programs for developing atomic energy. The Chamber suggests that 
the “giveaway” of patents might be the reason that private industry 
is “dragging its feet.” * 


VII 


PROPOSED REVISION 


It seems desirable that the Atomic Energy Act contain provisions 
which will secure to the public the fruit of publicly financed research. 
It is also desirable to prevent any private industrial organization 
from establishing a broad patent position detrimental to the public 
interest and derived solely because of its preferred status as a par- 
ticipant in the heretofore exclusively government-sponsored and 
financed atomic energy program. It is at the same time essential 


58 Sinclair & Carroll Co. v. Interchemical Corp., 325 U.S. 327 (1945). 

59 Cammeyer v. Newton, 94 U.S. 225 (1876); James v. Campbell, 104 U.S. 
356 (1881). 

60 For this reason it is submitted that it would also be undesirable to substi- 
tute any alternative compulsory licensing system, such as one which would 
take effect only after a patentee had enjoyed a short period of exclusive 
monopoly. 

61 Supra note 26, at 99. 

62 Washington Report, Oct. 15, 1954, p. 3, col. 1. 
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that the potential of atomic energy for peacetime purposes be exploited 
to its fullest by restoring the industry as far as possible to the proven 
system of competitive free enterprise. 

In order to accomplish the foregoing goals, it appears necessary 
to revise the patent provisions of the Act. Section 152 should be 
amended to remove its uncertainties and ambiguities. The terms 
“arrangement or other relationship with the Commission, regardless 
of whether the contract or arrangement involved the expenditure of 
funds by the Commission” should be stricken from the law and pro- 
visions substituted therefor which in effect will prevent government 
appropriation of any invention conceived in the course of research 
financed by private funds regardless of whether or not some remote 
relationship exists with the Commission. In special cases involving 
a relationship between the Commission and private industry where 
the public interest demands that the fruits of invention be preserved 
to the public, a mutual agreement binding on the parties should be 
reached at the commencement of the relationship. Section 153 should 
be repealed in its entirety. If complete cooperation exists between 
the Atomic Energy Commission and the Patent Office, normal patent 
examining procedure should insure that no patent monopoly will be 
granted based on technology already developed or to be developed 
at government expense. 

It is conceded that some inequities will result from a transfer of 
the non-military atomic industry to private enterprise and from the 
passage of the resulting inventions into the normal patent system. 
While such inequities result from any monopoly, patent monopolies 
advance the useful arts and would likewise advance the atomic in- 
dustry. 

It is felt that the anticipated dangers of any small group of large 
manufacturers achieving control of the development of peacetime 
atomic energy are greatly exaggerated. Whenever industry has 
attempted in the past to use patents to establish monopolies to which 
it was not entitled, it has run squarely into the antitrust laws. The 
consistent result has been that patent monopolies have been controlled 
very carefully by the courts to prevent misuse and to protect effec- 
tively the public interest. Thus, the antitrust laws comprise an effec- 
tive weapon against any attempt to control wrongfully the atomic 
industry through patents. 


63 United States v. Schrader’s Son, Inc., 252 U.S. 85 (1920); Standard Oil 
Co. (Indiana) v. United States, 283 U.S. 163 (1931) ; Ethyl Gasoline Corp. v. 
United States, 309 U.S. 436 (1940); United States v. Masonite Corp., 316 
U.S. 265 (1942) ; Hartford-Empire Co. v. United States, 323 U.S. 386 (1945). 
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VIII 
CONCLUSION 


Congress is to be commended for its action in promoting progress by 
opening up the field of atomic energy to patents. Its determination 
to prevent any group of organizations from achieving unfair monopo- 
lies in this field and to preserve the public rights in inventions con- 
ceived at government expense is proper and sound. 

It is submitted that the patent provisions of Sections 152 and 153, 
however, are not the best means to achieve the desired results. 
Section 152 on inventions conceived during Atomic Energy Commis- 
sion relationships is ambiguous and capable of interpretation which 
will allow the Government to appropriate patents conceived apart 
from government-financed projects merely because a remote con- 
nection might exist between the inventor and the Commission. 
Section 153 on compulsory licensing would probably not be in- 
validated on constitutional grounds but it represents an undesirable 
precedent for government dilution of patent rights. It will likely 
tend to stifle inventive ingenuity and deter the development of the 
atomic industry. The Act should be amended to preserve the public 
rights under government financed inventions but should apply normal 
patent procedure to privately financed inventions. To accomplish 
this, Section 152 should be substantially revised and Section 153 
should be repealed. 

WILLIAM W. BECKETT AND RICHARD M. MERRIMAN. 
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APPENDIX 


Text oF Sections 152 anp 153 oF THE ATOMIC ENERGY 
Act oF 1954 


Sec. 152. Inventions Conceived During Commission Contracts.— 


Any invention or discovery, useful in the production or utilization 
of special nuclear material or atomic energy, made or conceived 
under any contract, subcontract, arrangement, or other relationship 
with the Commission, regardless of whether the contract or arrange- 
ment involved the expenditure of funds by the Commission, shall be 
deemed to have been made or conceived by the Commission, except 
that the Commission may waive its claim to any such invention or 
discovery if made or conceived by any person at or in connection 
with any laboratory under the jurisdiction of the Commission as pro- 
vided in section 33, or under such other circumstances as the Com- 
mission may deem appropriate. No patent for any invention or dis- 
covery, useful in the production or utilization of special nuclear ma- 
terial or atomic energy, shall be issued unless the applicant files with 
the application, or within 30 days after request therefor by the Com- 
missioner of Patents, a statement under oath setting forth the full 
facts surrounding the making or conception of the invention or dis- 
covery described in the application and whether the invention or dis- 
covery was made or conceived in the course of, in connection with, 
or under the terms of any contract, subcontract, arrangement, or 
other relationship with the Commission, regardless of whether the 
contract or arrangement involved the expenditure of funds by the 
Commission. The Commissioner of Patents shall forthwith forward 
copies of the application and the statement to the Commission. 

The Commissioner of Patents may proceed with the application 
and issue the patent to the applicant (if the invention or discovery 
is otherwise patentable) unless the Commission, within 90 days 
after receipt of copies of the application and statement, directs the 
Commissioner of Patents to issue the patent to the Commission (if 
the invention or discovery is otherwise patentable) to be held by 
the Commission as the agent of and on behalf of the United States. 

If the Commission files such a direction with the Commissioner of 
Patents, and if the applicant’s statement claims, and the applicant 
still believes, that the invention or discovery was not made or con- 
ceived in the course of, in connection with, or under the terms of 
any contract, subcontract, arrangement, or other relationship with 
the Commission entitling the Commission to take title to the appli- 
cation or the patent, the applicant may, within 30 days after notifica- 
tion of the filing of such a direction, request a hearing before a 
Board of Patent Interferences. The Board shall have the power to 
hear and determine whether the Commission was entitled to the di- 
rection filed with the Commissioner of Patents. The Board shall 
follow the rules and procedures established for interference cases and 
an appeal may be taken by either the applicant or the Commission 
from the final order of the Board to the Court of Customs and Patent 
Appeals in accordance with the procedures governing the appeals 
from the Board of Patent Interferences. 
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If the statement filed by the applicant should thereafter be found to 
contain false materia] statements any notification by the Commission 
that it has no objections to the issuance of a patent to the applicant 
shall not be deemed in any respect to constitute a waiver of the pro- 
visions of this section or of any applicable civil or criminal statute, 
and the Commission may have the title to the patent transferred to 
the Commission on the records of the Commissioner of Patents in ac- 
cordance with the provisions of this section. 


Sec. 153. Nonmilitary Utilization.— 


a. The Commission may, after giving the patent owner an op- 
portunity for a hearing, declare any patent to be affected with the 
public interest if (1) the invention or discovery covered by the patent 
is of primary importance in the production or utilization of special 
nuclear material or atomic energy; and (2) the licensing of such 
invention or discovery under this section is of primary importance 
to effectuate the policies and purposes of this Act. 


b. Whenever any patent has been declared affected with the public 
interest, pursuant to subsection 153 a.— 


(1) the Commission is hereby licensed to use the invention 
or discovery covered by such patent in performing any of its 
powers under this Act; and 

(2) any person may apply to the Commission for a nonex- 
clusive patent license to use the invention or discovery covered 
by such patent, and the Commission shall grant such patent 
license to the extent that it finds that the use of the invention 
or discovery is of primary importance to the conduct of an ac- 
tivity by such person authorized under this Act. 

. Any person— 

(1) who has made application to the Commission for a license 
under sections 53, 62, 63, 81, 103, or 104, or a permit or lease 
under section 67; 

(2) to whom such license, permit, or lease has been issued 
by the Commission ; 

(3) who is authorized to conduct such activities as such ap- 
plicant is conducting or proposes to conduct under a general 
license issued by the Commission under sections 62 or 81; or 

(4) whose activities or proposed activities are authorized 
under section 31, 


may at any time make application to the Commission for a patent 
license for the use of an invention or discovery useful in the pro- 
duction or utilization of special nuclear material or atomic energy 
covered by a patent. Each such application shall set forth the nature 
and purpose of the use which the applicant intends to make of the 
patent license, the steps taken by the applicant to obtain a patent license 
from the owner of the patent, and a statement of the effects, as esti- 
mated by the applicant, on the authorized activities which will result 
from failure to obtain such patent license and which will result from 
the granting of such patent license. 
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d. Whenever any person has made an application to the Commis- 
sion for a patent license pursuant to subsection 153 c.— 


(1) the Commission, within 30 days after the filing of such 
application, shall make available to the owner of the patent 
all of the information contained in such application, and shall 
notify the owner of the patent of the time and place at which a 
hearing will be held by the Commission ; 

(2) the Commission shall hold a hearing within 60 days after 
the filing of such application at a time and place designated by 
the Commission; and 

(3) in the event an applicant applies for two or more patent 
licenses, the Commission may, in its discretion, order the con- 
solidation of such applications, and if the patents are owned by 
more than one owner, such owners may be made parties to one 
hearing. 

e. If, after any hearing conducted pursuant to subsection 153 d., 
the Commission finds that— 

(1) the invention or discovery covered by the patent is of 
primary importance in the production or utilization of special 
nuclear material or atomic energy ; 

(2) the licensing of such invention or discovery is of primary 
importance to the conduct of the activities of the applicant ; 

(3) the activities to which the patent license are proposed to 
be applied by such applicant are of primary importance to the 
furtherance of policies and purposes of this Act; and 

(4) such applicant cannot otherwise obtain a patent license 
from the owner of the patent on terms which the Commission 
deems to be reasonable for the intended use of the patent to 
be made by such applicant, 


the Commission shall license the applicant to use the invention or 
discovery covered by the patent for the purposes stated in such ap- 
plication on terms deemed equitable by the Commission and gen- 
erally not less fair than those granted by the patentee or by the Com- 
mission to similar licensees for comparable use. 

f. The Commission shall not grant any patent license pursuant to 
subsection 153 e. for any other purpose than that stated in the ap- 
plication. Nor shall the Commission grant any patent license to any 
other applicant for a patent license on the same patent without an 
application being made by such applicant pursuant to subsection 
153 c., and without separate notification and hearing as provided in 
subsection 153 d., and without a separate finding as provided in 
subsection 153 e. 

g. The owner of the patent affected by a declaration or a finding 
made by the Commission pursuant to subsection 153 b. or 153 e. 
shall be entitled to a reasonable royalty fee from the licensee for any 
use of an invention or discovery licensed by this section. Such 
royalty fee may be agreed upon by such owner and the patent licensee, 
or in the absence of such agreement shall be determined for each 
patent license by the Commission pursuant to subsection 157 c. 

h. The provisions of this section shall apply to any patent the ap- 
plication for which shall have been filed before September 1, 1959. 
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ADMIRALTY—DEATH ON THE HicH Seas AcT—JURISDICTION OF 
State Court To ENTERTAIN ActTion.—Action for wrongful death of 
plaintiff’s husband in crash of defendant’s airplane on the high seas. 
The action was removed from state to federal court by the defendant 
on the ground that it was founded on the Federal Death on the High 
Seas Act, 41 Stat. 537 (1920), 46 U.S.C. §§ 761-767 (1952). Plain- 
tiff moved to remand to the state court claiming her action was based 
on the Wrongful Death Statute of California, California Code of Civil 
Procedure § 377 (1953). Defendant moved to dismiss the action on 
the basis that the sole right of action was under the Federal Act and 
must be brought in admiralty. After holding that the action was based 
on the Federal Act the court, sua sponte, raised the question of the 
state court’s jurisdiction to entertain the action, for if it lacked juris- 
diction in the first instance, the federal court would have acquired 
nothing by the removal. Held, action dismissed without prejudice to 
filing a suit in federal court, in admiralty. A state court does not have 
jurisdiction to entertain actions under the Death on the High Seas 
od ee v. Transocean Airlines, 121 F. Supp. 85 (N.D. Cal. 

The judicial power of the United States extends to all cases of ad- 
miralty and maritime jurisdiction. U.S. Const. Art. III, § 2. The 
federal district courts are vested with exclusive original cognizance of 
all civil causes of admiralty and maritime jurisdiction under the 
Judiciary Act of 1789. 28 U.S.C. § 1333 (1952). State courts can- 
not exercise jurisdiction in admiralty. The City of Panama, 101 U.S. 
453 (1879). However under the saving clause of the Judiciary Act, 
supra, which saves to suitors their common-law remedies, state courts 
can exercise jurisdiction over rights and obligations founded on mar- 
itime law. Panama Railroad v. Johnson, 264 U.S. 375 (1924) ; 
Knickerbocker Ice Co. v. Stewart, 253 U.S. 149 (1920); Chelentis 
v. Luckenbach Steamship Company, 247 U.S. 372 (1918). 

No right of action for wrongful death exists in the general maritime 
law except as created by statute, either state or federal. The Harris- 
burg, 119 U.S. 199 (1886) ; Western Fuel Company v. Garcia, 257 
U.S. 233 (1921). State statutes giving a right of action for wrongful 
death on the high seas were given effect by the federal courts. The 
Hamilton, 207 U.S. 398 (1907). In this case the Court held that the 
states had the power to enact such statutes since Congress had not 
legislated on the subject at that time. Some state courts also enter- 
tained actions based on their wrongful death statutes for death which 
occurred on the high seas. See, e.g., Souden v. Fore River Shipbuild- 
ing Co., 223 Mass. 509, 112 N.E. 82 (1916). Thus, prior to 1920, 
state and federal courts exercised concurrent jurisdiction over actions 
for wrongful death on the high seas. 

In 1920 the Death on the High Seas Act was enacted to provide a 
uniform right of action for wrongful death on the high seas. 59 Cone. 
Rec. 4482-4486 (1920). The Act provides that the personal repre- 
sentative of the decedent “. . . may maintain a suit for damages in 
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the district courts of the United States, in admiralty... .” 41 Start. 
537 (1920), 46 U.S.C. 761 (1952). Section 7 of the Act provides in 
part: “The provisions of any State statute giving or regulating rights 
of action or remedies for death shall not be affected by this chap- 
ter... .” The Act superseded state wrongful death statutes on the 
high seas, Middleton v. Luckenbach S. S. Co., 70 F.2d 326 (2d Cir. 
1934) ; Choy v. Pan-American Airways Co., 1941 Am. Mar. Cas. 
483 (S.D.N.Y.); Echavarria v. Atlantic & Caribbean Steam Nav. 
Co., 10 F. Supp. 677 (E.D.N.Y. 1935), but not on the territorial 
waters of the states. Just v. Chambers, 312 U.S. 383 (1941); The 
H. S. Inc., No. 72, 130 F.2d 341 (3d Cir. 1942). The Act affords a 
right of action for deaths resulting from airplane crashes on the high 
seas. Choy v. Pan-American Airways Co., supra. 

The basic problem in the present case is whether the federal courts 
have exclusive jurisdiction of actions under the Death on the High 
Seas Act or whether such actions also may be brought in a state court. 
This problem is closely related to the question of whether an action 
under the Act may be brought at law as well as in admiralty. The 
authorities are in conflict on both questions. 

Considering first the subsidiary question, the instant case holds that 
the action cannot be brought on the law side of the federal court; it 
must be brought in admiralty. This holding is in agreement with Dall 
v. Cosulich, 1936 Am. Mar. Cas. 359 (S.D.N.Y. 1928) ; Echavarria 
v. Atlantic & Caribbean Steam Nav. Co., supra; Birks v. United 
Fruit Co., 48 F.2d 656 (S.D.N.Y. 1930); and the recent case of 
Iafrate v. Compagnie Generale Transatlantique, 106 F. Supp. 619 
(S.D.N.Y. 1952). In the Echavarria case the point was directly be- 
fore the court when, in an action at law brought under a Delaware 
wrongful death statute, the defendant moved to dismiss on the basis 
that the action was maintainable solely in admiralty under the Death 
on the High Seas Act. The court granted the motion to dismiss on 
that ground. A similar result was reached in the Jafrate case where 
the court stated that the Act confers jurisdiction only on the admir- 
alty and not the civil side of the court. The decisions in these cases 
and the instant case seem to be based primarily on statutory construc- 
tion and interpretation of the intent of Congress. 

The leading case to the contrary is Choy v. Pan-American Airways 
Co., supra. This was an action at law for the death of a passenger 
in an airplane crash on the high seas. The defendant moved to dis- 
miss on the ground that the suit must be brought under the Death on 
the High Seas Act and that under that Act it could not be brought 
at law. This motion was not granted. The court held that the Act 
vested a right in the plaintiff to recover in a common-law action. This 
holding was based, in part at least, on the effect of the saving clause 
of the Judiciary Act, supra. In Batkiewicz v. Seas Shipping Co., 53 
F. Supp. 802 (S.D.N.Y. 1943) the plaintiff in an action at law for 
wrongful death on the high seas moved to amend her complaint to 
proceed alternatively under the Jones Act, 41 Strat. 1007 (1920), 
46 U.S.C. 688 (1952), giving a right of action for wrongful death of 
a seaman, or the Death on the High Seas Act. The court held that 
the actions might be coupled and brought at law. A recent case on 
this point is Sierra v. Pan American World Airways, 107 F. Supp. 
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519 (D.C.P.R. 1952) in which the court held that the plaintiff could 
maintain a civil action for wrongful death on the high seas under the 
Act in the federal court. The court relied on the Batkiewicz case 
and on Section 7, supra, of the Act in reaching this conclusion. 

The second question in this case, that is whether the state court has 
jurisdiction under the Act, is difficult to separate from the one just 
discussed. The courts usually fail to distinguish between these prob- 
lems, frequently citing cases and arguments for one proposition to 
support the other. For clarity they are here treated separately since 
these questions, though closely interrelated, have some basic differ- 
ences. This second question is the more significant and more difficult 
one. It is significant because it involves the basic struggle for power 
between the Federal and state Governments. It is difficult because of 
the existence of the “saving to suitors” clause in the Judiciary Act 
and because the Congressional intent as to the present Act was ren- 
dered uncertain by Section 7 which resulted from an amendment to 
the reported bill, proposed and adopted on the floor of the House a 
few minutes before passage of the Act. 

The early cases interpreting the Act did not touch the question of 
the jurisdiction of the state courts except by implication. That is, they 
held that the suit must be brought in admiralty. Dall v. Cosulich, 
supra; Echavarria v. Atlantic & Caribbean Steam Nav. Co., supra; 
Birks v. United Fruit Co., supra. Since the state courts cannot exer- 
cise admiralty jurisdiction, The City of Panama, supra, it follows that 
the suits cannot be brought in state courts. In The Mohawk (In re 
Rademaker’s Estate), 166 Misc. 201, 2 N.Y.S.2d 309 (Surr. Ct., 
1938), a more direct holding than the above cases resulted when the 
court decided that the apportionment of a settlement based on a 
wrongful death action under the Death on the High Seas Act could 
only be done in a District Court in admiralty and could not be done 
in the state court. 

But three months later another New York court reached an oppo- 
site result. Elliott v. Steinfeldt, 254 App. Div. 739, 4 N.Y.S.2d 9 
(2d Dep’t 1938). In this action for wrongful death on the high seas 
the state court held that it had jurisdiction to entertain the action. 
The court decided that the Death on the High Seas Act had not with- 
drawn the right to maintain the action which had long existed under 
the Judiciary Act of 1789. The court held that the 1920 Act did not 
deprive the plaintiff of her common law remedy under the saving 
clause of the Judiciary Act. Also it interpreted Section 7 of the pres- 
ent Act as preserving to the states jurisdiction over such actions. 
Three companion cases were similarly decided without opinion. Kris- 
tansen v. Steinfeldt, 256 App. Div. 824, 9 N.Y.S. 2d 790 (2d Dep’t 
1939) ; Colbert v. Steinfeldt, 255 App. Div. 790, 7 N.Y.S.2d 373 
(2d Dep’t 1938); Murphy v. Steinfeldt, 254 App. Div. 741, 4 
N.Y.S.2d 10 (2d Dep’t 1938). 

The Elliott case, supra, was followed in three later cases; Sierra 
v. Pan American World Airways, supra; Batkiewicz v. Seas Ship- 
ping Co., supra; Bugden v. Trawler Cambridge, Inc., 319 Mass. 315, 
65 N.E.2d 533 (1946). In each of these cases the court asserted that 
an action under the Death on the High Seas Act could be brought in 
a state court. But in each case that holding appears to be dictum. 

4 
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Thus in Bugden v. Trawler Cambridge Inc., supra, in which an action 
for wrongful death on the high seas was laid under both the Jones 
Act and the Death on the High Seas Act the court held that the 
action could clearly be brought under the Jones Act. In holding that 
it could also entertain the action under the Death on the High Seas 
Act, the state court said that it was enough if the case was properly 
before it under either act. Since the case undoubtedly was properly 
before the court under the Jones Act, this holding seems unnecessary. 
The other two cases holding that the action could be brought in a 
state court were federal cases in which the actual question before the 
court was whether the actions could be brought on the law rather than 
the admiralty side of that court. This is true of Batkiewicz v. Seas 
Shipping Co., supra, which allowed actions under the Jones and 
Death on the High Seas Acts to be coupled and brought at law in 
the federal court. In Sierra v. Pan American World Airways, supra, 
the defendant filed a motion to dismiss on the ground that the action 
was governed by the Death on the High Seas Act and could only be 
brought in admiralty. In denying this motion the court agreed that 
the substantive rights of the parties were governed by the Act but 
said that plaintiff could have pursued, in the local courts of Puerto 
Rico, the remedies granted by said local laws to enforce the substan- 
tive rights such laws afford to the extent such substantive rights con- 
form to those afforded by the federal statute. Thus again the issue 
in the case was not the jurisdiction of the local court. But the opin- 
ion reasoned that the action could be brought in the local court and 
used this as a basis for holding that it could also be brought in the 
law side of the federal court. 

From an analysis of these cases it is apparent that the strongest 
arguments for the proposition that the state courts have jurisdiction of 
actions under the Act are: (a) that such was the intent of Congress 
as expressed in Section 7 of the Death on the High Seas Act, and 
(b) that the saving clause of the Judiciary Act saves to plaintiff her 
common-law remedy in the state court. It is interesting to note that 
both Section 7 and the saving clause were enacted more than one hun- 
dred and thirty years apart to placate the fears of those who wished 
to preserve state power from encroachments by the Federal Govern- 
ment. The instant case in analyzing Section 7 points out that its pres- 
ent form is the result of a hastily considered amendment offered for the 
purpose of preserving the rights of the states on the high seas. It 
notes that many members of the House of Representatives did not 
believe the section as amended would, or could, have this desired 
effect because of the supremacy of Congress when it legislatively pre- 
empts the field. This amendment was clearly contrary to the other- 
wise expressed intent of Congress, 59 Conc. Rec. 4482-4486 (1920), 
and the drafters of the bill, Hughes, Death Actions in Admiralty, 31 
Yate L.J. 115 (1921). As the court here says, its approval proba- 
bly represented no more than the acceptance of what appeared to be 
an innocuous change in language to facilitate passage. In fact, the 
amendment was initially defeated when voted on by those members 
of the House who were present during the debate on it; after a 
quorum call it was passed by the House. It is believed that the prin- 
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cipal case is correct in striking down the arguments based on this 
section and in holding that this hastily considered amendment should 
not be allowed to override the otherwise clearly expressed intention 
of Congress. Thus the only remaining strong argument for the 
proposition that an action under the Act can be maintained in a 
state court must be based on the saving clause of the Judiciary Act. 

This clause which is found in Section 9 of the Judiciary Act and, 
as amended, in 28 U.S.C. § 1333 (1952), saves to suitors, in all cases, 
the right of a common-law remedy, where the common law is compe- 
tent to give it. The clause saves a common-law remedy, not a remedy 
in the common-law courts. Chelentis v. Luckenbach, supra. It refers 
only to remedies and permits continued enforcement by the state 
courts of rights and obligations founded on maritime law. Knicker- 
bocker Ice Co. v. Stewart, supra. 

Of the cases discussed in this note the Sierra case presents most 
clearly the arguments based on the saving clause. There the court 
reasoned that while plaintiff's substantive rights were governed by the 
federal statute, that Act did not, in its remedial features exclude the 
use of any other remedial statutes, federal or local, which are avail- 
able to plaintiff for enforcing those substantive rights. Thus though 
the Act provides a right of action it does not provide an exclusive 
remedy. The right it grants may be enforced by a common-law 
remedy independent of the Act itself. This view is supported strongly 
in the Chelentis and Knickerbocker Ice Co. cases. It is submitted that 
the court in the instant case, though it disposes of the other argu- 
ments for state jurisdiction, does not adequately answer the argument 
based on the saving clause. It would appear that the court’s position 
could be supported only on the basis that the present Act both cre- 
ates a right of action and grants an exclusive remedy, thus in effect, 
superseding the saving clause as to this Act. Considering the per- 
vasive force of the saving clause and the lack of express words inval- 
idating it in the present Act, such a result does not seem justified. 

A solution to this problem involves the consideration of many fac- 
tors beyond the scope of this note and would seem to be a question for 
Congress rather than the courts. For a suggested solution requiring 
a complete revamping of admiralty jurisdiction, see Black, Admiralty 
Jurisdiction: Critique and Suggestions, 50 Cor. L.R. 259, 273-280 
(1950). Under the present state of the law it is submitted that in the 
case under discussion an opposite result was indicated, and plaintiff 
should have been allowed to bring her suit either in the state court 
or the law side of the federal court. Ricardo A. Ratti. 


ANTITRUST LAW—WAIVER OF TREBLE DAMAGES—SUIT FOR 
ActuaL DamacEs.—Piaintiff instituted suit against four defendants 
under Section 4 of the Clayton Act, 38 Stat. 731 (1914), 15 U.S.C. 
§ 15 (1952), to recover damages for injuries allegedly sustained by 
reason of defendants’ violations of the antitrust laws. In order to 
avoid the bar of the Illinois two-year statute of limitations for “statu- 
tory penalties,” ILL. Rev. Stat., 1951, c. 83 § 15, which is applicable 
to actions for treble damages, plaintiff, in addition to praying for 
treble damages, prayed in the alternative for single or actual damages 
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only. The trial court granted defendants’ motions for summary judg- 
ment on the grounds that the action for treble damages was barred 
by the statute of limitations, and that the counts praying for single 
damages failed to state a cause of action. On appeal, plaintiff argued 
that an action for single damages would lie, and that the action for 
treble damages was not barred by the statute of limitations. Held, 
affirmed; an action for single or actual damages will not lie under 
Section 4 of the Clayton Act, the only remedy being a suit for treble 
damages. Additionally, the court, interpreting the Act, held that 
the tolling provisions for the statute of limitations in Section 5 are 
applicable only to defendants in an antitrust suit brought by the 
United States; the statute of limitations, which had been tolled as to 
three of the defendants by the pendency of an antitrust suit against 
them by the United States, began to run again after entry of consent 
decrees against these defendants ; and the action of the United States 
against these three defendants was not pending so as to continue the 
tolling of the statute of limitations though modifying orders were 
issued subsequent to the consent decrees. Sun Theatre Corp. v. RKO 
Radio Pictures, Inc., 213 F.2d 284 (7th Cir. 1954). 

This note deals solely with the first issue decided by the Court of 
Appeals in reaching its affirmance of the action taken by the trial 
court ; i.e., will an action for single or actual damages lie under Sec- 
tion 4 of the Clayton Act? 

The court stated that the issue to be decided was whether the rem- 
edy afforded by Section 4 of the Clayton Act is damages which may 
be tripled, or treble damages with the actual damage being merely 
the yardstick by which the recovery was measured. 

Haskell v. Perkins, 28 F.2d 222 (D.N.J. 1928), relied upon by 
plaintiff, involved a suit for damages for violation of the antitrust 
laws. After the jury had returned a verdict for plaintiff for actual 
damages, plaintiff moved to treble the verdict in accord with Section 
4 of the Clayton Act. The court denied this motion on the ground 
that an action for treble damages is in the nature of a penalty and 
does not survive the death of the wrongdoer. However, the court 
concluded by saying “. . . that the plaintiff in this case is not entitled 
to treble damages, and that the extent of his recovery must be limited 
to the damages awarded him by the jury....” Jd. at 224. This case 
was subsequently reversed in Perkins v. Haskell, 31 F.2d 53 (3d Cir. 
1929), the Court of Appeals holding that no contract had been estab- 
lished under which plaintiff was entitled to maintain any action what- 
soever. The court did not discuss the award of single damages by 
the trial court. 

The court in the instant case distinguished the Haskell case, supra, 
saying that the decision there was based upon an assumption that the 
antitrust laws permitted the recovery of single damages, and that this 
question was not considered. Having thus disposed of the Haskell 
case, supra, the court treated the issue as one of first impression. 

McKean v. Hillman, 2 N.J. Super. 131, 64 A.2d 899 (1949), was 
cited by the court with approval. In that case plaintiff sued the 
administrator of his landlord to recover treble damages for over- 
charge of rent under the Emergency Price Control Act, 56 Strat. 23 
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et seq. (1942), 50 U.S.C. App. § 901 et seq. (1946). Plaintiff also 
included a count for actual damages, contending that he had a com- 
mon-law right to the same. The court held that plaintiff’s claim for 
treble damages had abated due to the death of the landlord, that 
plaintiff had no common-law right to actual damages, and that the 
only claim he could assert was the one provided for in the statute. 
The inference by the New Jersey court that plaintiff could recover 
single damages had he a common-law right to the same would seem 
to be of no relevance in the instant case, for here plaintiff neither 
alleged nor urged any common-law right to actual damages. On the 
contrary, plaintiff’s claim for actual damages was specifically based 
upon the antitrust statutes. Therefore, the holding of McKean v. 
Hillman, supra, that single damages cannot be recovered under a 
treble damage statute appears to be the only clear authority analogous 
to the question here presented even though it does concern another 
statute. 

The court in the case under discussion stated that Section 4 of 
the Clayton Act is explicit in its provision that “Any person who 
shall be injured . . . shall recover threefold the damages by him 
sustained . . .”, and that the only remedy provided is treble damages, 
which is penal in nature and therefore requiring strict statutory con- 
struction. In this respect Bigelow v. RKO Radio Pictures, Inc., 150 
F.2d 877 (7th Cir. 1945), rev’d on other grounds, 327 U.S. 251 
(1945), was cited by the court. There the court held that the amount 
of the verdict (actual damages) was required by statute to be trebled, 
and that in this respect there was no discretion. The court further 
said that: “. .. two thirds of the judgment is a penalty which Con- 
gress has seen fit to impose. ...” Jd. at 883. The court in the 
instant case added that the legislative intent supports this view and 
cited with approval the remarks of Senator Hoar from Massachusetts, 
one of the sponsors of Section 7 of the Sherman Act, the original 
section providing for treble damages, 26 Stat. 210 (1890). Sen. 
Hoar remarked, 21 Conc. Rec. 3146 (1890), “This section . . . is 
a section establishing a penalty [which is] threefold damages.” How- 
ever, it is to be noted that there is a sharp conflict among the federal 
courts on the question of whether the remedy of treble damages 
afforded by the anti-trust legislation is in the nature of a penalty. 
Momand v. Twentieth-Century Fox Film Corp., 37 F. Supp. 649 
(W.D. Okla. 1941); Hicks v. Bekins Moving & Storage Co., 87 
F.2d 583 (9th Cir. 1937) ; United Copper Securities Co. v. Amalga- 
mated Copper Co., 232 Fed. 574 (2d Cir. 1916). 

There appears to be no evidence of legislative intent on the issue 
here presented ; indeed it seems doubtful if Congress ever envisioned 
the possibility of a party claiming only single damages where the 
statute authorized a triple recovery. Senator Reagan in speakin 
of Sec. 7 of the Sherman Act said, at 21 Cone. Rec. 3147' (1890), 
“It is a civil remedy for damages done. It is true that it fixes a part 
of the measure in a civil suit providing that the defendant may be 
required to pay triple damages... .” (Emphasis added.) And in 
H.R. Rep. No. 627, 63d Cong., 2d Sess. 14 (1914), the Committee 
on the Judiciary in discussing the proposed Section 4 of the Clayton 
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Act stated: “Section [4] is supplementary to the existing laws, and 
extends the remedy under Section 7 of the Sherman Act. . . and 
allows the recovery of threefold damages... .” (Emphasis added.) 
However, the use of the words “may” and “allows” seem insufficient 
to indicate an intent of Congress that a party may claim single dam- 
ages rather than treble damages. 

Plaintiff in its brief urged that to allow it to maintain its action 
for single damages would be in the best interests of the public and 
would aid the Congressional policy of achieving ancillary enforce- 
ment of the antitrust laws through private damage suits, a purpose 
which often has been recognized by the courts. See, e.g., Bruce’s 
Juices, Inc. v. American Can Co., 330 U.S. 743 (1946) ; Quemos. 
Theatre Co. v. Warner Bros. Pictures, Inc., 35 F. Supp. 949 (D.N. J. 
1940). In this connection also see Daniel, Enforcement of the Sher- 
man Act by Actions for Treble Damages, 34 Va. L. Rev. 901 (1948), 
where the author concludes that the treble damage remedy affords a 
much greater deterrent to would-be violators of the antitrust laws 
than any other section in the Act, and urges that such actions should 
be encouraged. However, the court in the case at hand failed to 
make any mention of this point. 

In Decorative Stone Co. v. Building Trades Council of W esichester 
County, 23 F.2d 426 (2d Cir. 1928), a case not discussed by the 
court here, plaintiff sued under Section 16 of the Clayton Act for 
injunctive relief and treble damages. At a hearing to settle damages, 
plaintiff asked for an assessment of actual damages and offered to 
waive its claim for treble damages. This denied, final judgment was 
entered directing the injunction, but denying recovery of any dam- 
ages, treble or single. Plaintiff contended that if statutory treble 
damages could not be recovered in this suit, it should be allowed to 
recover compensatory damages. The Court of Appeals in affirming 
the action of the trial court cited the doctrine that where a statute 
creates a right and prescribes a remedy, the statutory remedy is exclu- 
sive. The court concluded that the remedy for damages afforded by 
the statute was exclusive and that plaintiff’s only right to damages 
was the statutory right for treble damages. 

The case here under discussion clearly indicates one of the prob- 
lems presented by the failure of Congress to establish a uniform 
statute of limitations for actions brought under the Clayton Act to 
recover treble damages, and points up once more the need for such 
legislation. Note, Treble Damage Time Limitations: Federalism 
Rampant, 60 Yate L. J. 553 (1951). 

It is difficult either to praise or to condemn the holding of the 
court, though it is regretted that the court: (1) failed to discuss the 
public policy aspect urged by the plaintiff, and (2) partly based its 
holding on the theory that Section 4 of the Clayton Act affords a 
remedy in the nature of a penalty. The result here reached can be 
justified on the basis of the actual wording of the statute involved, 
the lack of evidence of Congressional intent to the contrary, and the 
language found in the Bigelow case, supra, and the Decorative Stone 
Co. case, supra. A contrary holding could be supported by emphasiz- 
ing the public policy considerations involved and the decision of the 
District Court in the Haskell case, supra. David Huddle, 
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FEDERAL Courts—EvipENCE—TeEstT For DETERMINING INSANITY 
OF DEFENDANT IN CRIMINAL TRIALS.—The defendant was convicted 
of housebreaking by a district court sitting without a jury. Defendant 
had a long history of confinement for mental illness and of imprison- 
ment. The only defense presented on trial was that of insanity. The 
trial judge rejected psychiatric testimony, apparently because it was 
not directed to the defendant’s insanity on the date of commission of 
the crime nor to the defendant's capacity to distinguish between right 
and wrong. For these reasons the trial court ruled the presented 
testimony to be no testimony and adhered to the usual presumption of 
sanity in his finding of guilt. The defendant appealed contending that 
the existing law was not correctly applied and that the existing tests 
of criminal responsibility were obsolete and should be revised. Held, 
in reversing and ordering a new trial, that an accused is not crim- 
inally liable for an unlawful act which was the product of a mental 
disease or defect. The question of insanity is to be left to a properly 
instructed jury or trier of fact. Such instructions are to be framed 
without regard to the previous “right-wrong” or “irresistible impulse” 
tests but rather that an accused is not to be found guilty unless it is 
determined, beyond a reasonable doubt, that the act was not the prod- 
uct of any diseased or defective mental condition that is found to have 
existed at the time of the act. Durham v. United States, 214 F. 2d 
862 (D.C. Cir. 1954). 

In the District of Columbia the “right-wrong” test was first an- 
nounced in United States v. Guiteau, 1 Mackey 498 (D.C. Sup. Ct. 
1882). There the instruction to the jury in the following words was 
approved: “If he [the defendant] is laboring under a disease of his 
mental faculties . . . to such an extent that he does not know what 
he is doing, or does not know that it is wrong, then he is wanting in 
that sound memory and discretion which makes a part of the definition 
of murder.” Jd. at 550. The “right-wrong” test was promptly re- 
affirmed in United States v. Lee, 4 Mackey 489 (D.C. Sup. Ct. 1886). 
Here is found the most concise statement of the sole ground upon 
which a defendant could base a plea of insanity at that time in the 
courts of the District of Columbia. The court said, “‘. . . The rule 
of law is very plain that in order that the plea of insanity shall prevail, 
there must have been that mental condition of the party which dis- 
abled him from distinguishing between right and wrong in respect of 
the act committed.” /d. at 496. This “right-wrong” test, having its 
real origin in England in the famous M’Naghten’s Case, 8 Eng. Rep. 
718 (1843), remained the exclusive test of mental responsibility for 
forty-seven years. 

In 1929 there was decided the case of Smith v. United States, 36 
F.2d 548 (D.C. Cir. 1929). This decision was referred to in the in- 
stant opinion as a supplemental decision to the Guiteau holding, supra. 
However, it seems that it could more properly be called a completely 
new addition to the law regarding mental responsibility. And, going 
one step further it would not seem improper to cite the Smith case 
for the proposition that the “right-wrong”’ test did not give full signifi- 
cance to the insanity plea. The court said, “. . . The accepted rule 
in this day and age . . . is that the accused must be capable, not only 
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of distinguishing between right and wrong, but that he was not im- 
pelled to do the act by an irresistible impulse... .” Id. at 549. 
The rule announced became known as the “‘irresistible impulse’’ test. 
This, briefly, was the background of the principal case. In the 
years from 1929 there were but two ways in which a defendant could 
prevail in an insanity plea: (1) to prove that at the time of com- 
mission of the crime he was not able to distinguish between right and 
wrong, or (2) to prove that at the time the act was committed he 
was driven to its commission by an irresistible impulse. United States 
v. Guiteau, supra; United States v. Lee, supra; Smith v. United 
States, supra. It is not possible here to exhaust the medical and psy- 
chological considerations which underlie the entire problem. Since 
under any rule the lack of or presence of mental responsibility is ulti- 
mately a question for the trier of fact, Holloway v. United States, 148 
F.2d 665 (D.C. Cir. 1945), an analysis of the present decision would 
seem more beneficial with the least emphasis on the medical prob- 
lems involved. And in exploring the “why” of this decision the fol- 
lowing inquiry seems appropriate. Are the inability to distinguish 
between right and wrong and the irresistible impulse factor the only 
two mental difficulties, in fact, which destroy criminal intent? If not, 
then the “right-wrong” and “irresistible impulse” tests are inadequate. 

The court in the discussed case was motivated to change the exist- 
ing law by one paramount contention in the defendant’s argument, 
namely, that the accepted tests were unsatisfactory criteria for ascer- 
taining criminal responsibility. The court said, “. . . This conten- 
tion has behind it nearly a century of agitation for reform.”, and 
further indicated that this “agitation” had stemmed primarily from 
medical sources. See, e.g., CAarpozo, What Medicine Can Do for Law 
in SELECTED WRITINGS OF BENJAMIN NATHAN Carpozo 371 (Hall 
ed. 1947) ; MENNINGER, THE HUMAN Minp (3d ed. 1947). But is 
it only in an abstract medical, or more precisely psychological, sense 
that the reasons for these “agitations” may be understood? To this 
question the court answered in substance: what of such commonly 
known disorders as brooding and reflection and brain disease? The 
court went further and concluded that when prior courts were defin- 
ing insanity in terms of distinguishing right from wrong, they were 
doing so by utilizing arbitrarily selected symptoms. The tenor of the 
opinion seems to be not that the “right-wrong” and “irresistible im- 
pulse” tests were actually wrong, but that they unreasonably and un- 
intelligently restricted the effectiveness of the insanity plea. 

The new insanity test resulting from the present decision has been 
made extremely plain by the court. At the outset, the definition of 
two words, to be used later in the opinion, was undertaken. “Disease” 
is used to mean an abnormal mental condition capable either of im- 
proving or deteriorating, and “defect” to mean a condition which is 
likely to remain the same, as one that is congenital, the result of in- 
jury, or the result of actual physical or mental disease. From this 
point the test proceeds by well defined steps. First, whenever there 
is introduced some evidence that a defendant was suffering from a 
mental “defect” or “disease” at the time of commission of the crime, 
the jury must be instructed as to insanity and its relation to criminal 
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responsibility. Secondly, the jury must find that the defendant was 
suffering from a mental “disease” or “defect” at the time of commis- 
sion of the crime, and that the act was committed as the proximate 
result of the “disease” or “defect”. A negative finding by the jury 
of either of these two essentials will defeat a plea of insanity. 

There is another factor not expressly mentioned in the opinion, but 
which is there by implication. It is a factor so basic that it was prob- 
ably not considered for insertion therein, but a factor which seems to 
have been forgotten by the lay critics of the decision. See, e.g., Yeager 
and Stark, The “Insanity” Rule: Where Will It End, The [Washing- 
ton, D. C.] Sunday Star, Oct. 17, 1954, p. A-25, col. 2. It is funda- 
mental and essential to our criminal law that those for whom prisons 
are built must commit crime with that freedom of volition and evil in- 
tent which makes them alone responsible for the act they have com- 
mitted. It is traditional that those who lack such volition and intent 
are not criminally responsible regardless of the magnitude or bru- 
tality of the crime. For the latter there are hospitals and doctors. 
One acquitted of a crime by reason of insanity is presumed to be in- 
sane. Orencia v. Overholser 163 F.2d 763 (D.C. Cir. 1947) ; Barry 
v. White, 64 F.2d 707 (D.C. Cir. 1933). And such person may be 
committed indefinitely to a “hospital for the insane.” D.C. Cope 
§ 24-301 (1951). Therefore, it is inherent in the present opinion 
that the jury must find not only that the mental “disease” or “defect” 
was a factor in the act done, but that it influenced the act to such an 
extent that the defendant’s free volition and evil intent were no longer 
present. 

It has been suggested that this new test is beyond the scope of a 
jury—too ambiguous, too uncertain. In answer, the reader need 
only be reminded that every day juries are called upon to decide what 
is “due care’, “total disability” and “reasonable time” and to deter- 
mine how one would act in a given set of circumstances if he were a 
“reasonable man”. 

The court likened the present test to the one followed in New 
Hampshire, citing State v. Jones, 50 N.H. 369 (1871). There, when 
asked to lay down a definite legal test of insanity, the court said that 
any attempt to do so “. . . must always be attended with failure, be- 
cause it is an attempt to find what does not exist, namely, a rule of 
law wherewith to solve a question of fact.” Jd. at 393. And in ap- 
proving the jury instruction of a lower court, the New Hampshire 
rule was clearly announced as follows: “The last instruction, that 
the defendant was to be acquitted on the ground of insanity unless 
the jury were satisfied beyond a reasonable doubt that the killing was 
not produced by mental disease, . . . was correct.” Jd. at 400. It 
will be noted that the New Hampshire test does not include the word 
“defect.” Its possible loose application by juries to include such 
things as bad temper or emotional imbalance may leave the instant 
decision open to some criticism. Future application of the present 
test will determine the validity of such criticism. 

The question propounded above as to whether the inability to dis- 
tinguish between right and wrong and the factor of an irresisitible 
impulse are the only mental conditions which destroy criminal intent 
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in fact requires a negative answer when the medical authorities are 
considered. It seems to be this fact as much as anything else which 
led this court to say, in effect, that whenever the defendant’s mental 
condition, of any type, destroys evil intent and volition his place is 
the mental hospital, not the prison. It seems to this writer that the 
true test has been found. If injustice is done because of the inadequa- 
cies of trial judges and juries who must administer this standard, its 
truth is no less clear. If public prosecutors are inconvenienced it is 
unfortunate, but such inconvenience is hardly a criteria for determin- 
ing the prudence of the decision. George R. Wright. 


FEDERAL Tort CLaims Act—Non-LiaBiLity oF UNITED STATES 
FOR NEGLIGENT WEATHER Forecast.—Plaintiffs, representing com- 
mercial establishments situated in Kansas City, Mo., brought claims 
totalling over one million dollars against the United States for dam- 
ages resulting to their property during the flood of 1951. The theory 
of the complaint was that the Government, through the Weather Bu- 
reau and other federal agencies, (1) negligently assured the plaintiffs 
prior to the flood that the river would not overflow, and (2) negli- 
gently failed to give warnings of the impending overflow in time 
for them to remove their portable property. Held, recovery for negli- 
gent weather information dissemination is barred by the provisions of 
the Federal Tort Claims Act, 28 U.S.C. §§ 2674, 2680(a), 2680(h) 
(1952). National Mfg. Co. v. United States, 210 F.2d 263 (8th 
Cir.), cert. denied, 347 U.S. 967 (1954). 

This case received considerable public comment at the time and 
was generally interpreted as a ruling that the United States was not 
liable for a negligent weather report. Since the injury here was flood 
damage, the court ruled that recovery against the United States was 
expressly precluded under the provisions of the various flood control 
acts and that these acts had not been repealed by the Federal Tort 
Claims Act. With that ruling this note will not be concerned. But the 
court’s decision also stated that recovery under the Federal Tort 
Claims Act was barred by section 2680(a) thereof which exempts 
claims based on the exercise or performance of a “discretionary func- 
tion” or duty on the part of a federal employee or agency, and by sec- 
tion 2680(h) which exempts claims growing out of misrepresentation. 
The separate concurring opinion advanced as an additional ground the 
provisions of section 2674 of the Act which recognizes liability of the 
United States only “to the same extent as a private individual under 
like circumstances”. It was pointed out that there is no common law 
or statutory basis for liability for public dissemination of informa- 
tion not of a personal character with respect to its accuracy. 

The “discretionary function” exception has been much discussed by 
the courts since the passage of the Act in 1946. See 19 A.L.R.2d 845 

1951). In the case of Smith v. United States, 113 F. Supp. 131 (D. 
el. 1953) the court reviewed a number of cases which turn on the 
meaning of “discretionary” and suggested that it connotes freedom to 
do or not to do the alleged injurious act, rather than freedom as to 
how it should be done. This immediately raises a question as to which 
act or omission is alleged to be the proximate cause of the injury. In 





RECENT CASES 229 


that particular case plaintiff had suffered damage to his land as a con- 
sequence of improper grading by the neighboring defendant incidental 
to the construction of an airfield. In denying a motion to dismiss, the 
court said that the complaint was as consistent with a discretionary 
as a non-discretionary function. If the evidence disclosed only that 
the plaintiff complained of the decision to build the Air Base, dis- 
missal could be ordered; however, if the evidence showed negligence 
in performing details of the work, the plaintiff would be entitled to 
relief. Although this is a liberal holding, it shows the importance at- 
tached to the wording of the complaint; the more specific the com- 
plaint, the more willing are the courts to grant relief. Coates v. 
United States, 181 F.2d 816 (8th Cir. 1950). 

In Dalehite v. United States, 346 U.S. 15 (1953), the complaint 
alleged negligence substantially on the part of the whole body of gov- 
ernment officials involved in the program for the production of am- 
monium nitrate for fertilizer. The district court found four specific 
acts of negligence in the manufacturing program. The Supreme Court, 
in affirming the Court of Appeals’ reversal, held that these acts were 
in accordance with a plan and were therefore discretionary as was the 
plan itself. The Court stated that discretion was concerned more with 
inception of a plan; nevertheless, wherever in the chain of command 
there is room for policy judgment and decision, there one finds dis- 
cretion. The dissenting opinion favored an interpretation which 
would make the United States immune in the case of governmental 
duties but liable in the case of proprietary or “housekeeping” func- 
tions of which this was considered to be one. Still other cases hold 
that once the discretion to do or not to do is exercised, the execution 
of the act is non-discretionary. Costley v. United States, 181 F.2d 
723 (5th Cir. 1950); Somerset Seafood Co. v. United States, 193 
F.2d 631 (4th Cir. 1951). In the latter case the court said at 635, 
“| . . [E]ven if the decision to mark or remove the wreck be re- 
garded as discretionary, there is liability for negligence in marking 
after the discretion has been exercised and the decision to mark has 
been made... .” 

In the instant case by considering sections 2680(a) and 2674 to- 
gether, the court decided that Congress intended to prohibit liability 
" . in circumstances that are not like but differ in essential char- 
acter from those in which any comparable private enterprises are car- 
ried on. . . . ” Actually there is a small but rapidly growing industry 
devoted to commercial weather forecasting. Even so, the activities 
of the Weather Bureau are more nearly governmental than pro- 
prietary and are more closely analogous to an act of national defense 
than to the manufacture of fertilizer. Likewise, measured by the test 
of the Dalehite case the proximate cause of the damage here, the 
dissemination of an erroneous warning, was a discretionary function. 
Whether or not to advise the population to evacuate millions of dol- 
lars worth of property involved an exercise of considerable judgment. 

A second ground, and one on which the concurring opinion relied 
heavily, was that there was no basis either at common law or by stat- 
ute in Missouri upon which to hold an individual liable for inac- 
curacies in the dissemination of public information not of a personal 
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character. The Federal Tort Claims Act recognizes the existence of 
tort liability on the part of the United States only to the same extent 
as a private individual under like circumstances. Its effect is to waive 
immunity from recognized causes of action and not to visit upon the 
Government novel and unprecedented liabilities. Feres v. United 
States, 340 U.S. 135 (1950). 

It is true that there are no decisions in which a newspaper or radio 
station has been held liable for the accuracy of its information as the 
concurring opinion points out. But this case is readily distinguishable. 
Newspapers and radio stations are in the business of relaying infor- 
mation and make no pretense of vouching for the accuracy of their 
sources. However the Weather Bureau publishes forecasts based on 
data which it collects and analyzes itself. Its business is warning. The 
argument that the Weather Bureau had voluntarily, over a period of 
years, assumed a duty of furnishing flood forecasts to plaintiffs, that 
it knew the public would rely on them, and that it breached its duty 
by not only failing to warn but by issuing reassurances has an un- 
deniable appeal. The trial court in the present case recognized the 
validity of this rationale at least to the extent that absence of a com- 
parable liability on the part of a private individual should not be con- 
clusive. Mid-Central Fish Co. v. United States, 112 F. Supp. 792 
(W.D. Mo. 1953). 

The difficulty with the “no unprecedented liabilities” criterion of 
the Feres case, supra, is that the doctrine of sovereign immunity 
would have precluded the suit in the instant case prior to the passage 
of the Act. The court analogized the activity of the Weather Bureau 
to that of newspapers and radios on the question of precedent and 
found none for liability. Plaintiffs argued the similarity to cases 
where failure to warn of a known danger or negligently giving assur- 
ances of safety may become actionable torts. Bachman v. Quincy, O. 
& K.C.R. Co., 310 Mo. 48, 274 S.W. 764 (1925) (involving signals 
at a railroad crossing), is representative. However in all these cases 
defendant was the owner or had control of the instrumentality caus- 
ing the injury. The closest precedent under federal law is the Som- 
erset Seafood case, supra, where the United States was held liable for 
negligently marking an underwater wreck. There again, however, the 
duty devolved on the United States as owner of the wreck. The court 
held that there was “. . . no discretion to mark a wreck in such [a] 
way as to constitute a trap .. . rather than a warning... .” Another 
case holding that this qualifying provision of the Act need not be de- 
terminative of the rights of the plaintiff is Union Trust Co. of the 
District of Columbia v. United States, 113 F. Supp. 80 (D.D.C. 
1953). There, the court, in holding the defendant liable for the neg- 
ligence of the Civil Aeronautics Administration in directing traffic 
over an airport, was not concluded by the fact that there could have 
been no comparable liability on the part of a private individual. It 
took the view that when the Government assumes—as it must—the 
duty of regulating traffic at a public airport, it assumes a duty to pro- 
tect the = as well as individuals against the hazards incident to 
such performance. 

The third ground for decision was that this claim was based on a 
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“misrepresentation” within the meaning of section 2680(h) of the 
Act which bars claims based on libel, slander, misrepresentation, de- 
ceit, and certain other torts. Plaintiff had urged that the exception 
was aimed at willful, but not at negligent, misrepresentations. The 
court rejected that contention citing the case of Jones v. United 
States, 207 F.2d 563 (2d Cir. 1953) where it had been charged that 
the Director of the Geological Survey misrepresented the oil bearing 
capacity of certain land thereby causing the plaintiff to sell his stock 
at a fraction of its value. The court in denying relief said that to 
limit the word to willful misrepresentation would merely make it 
duplicative of deceit. Other cases denying relief on the grounds of 
misrepresentation are United States v. Silverton, 200 F.2d 824 (1st 
Cir. 1952) (incorrect description of an item in an invitation to bid), 
and Fletcher v. Veterans Administration, 103 F. Supp. 654 (E.D. 
Mich. 1952) (misstatements by Administration official as to prospects 
of plaintiff’s school). None of these are identical with the present 
case where the emphasis should be on the failure to issue a warning 
rather than a misstatement of existing facts. Yet the case must be 
fitted either inside or outside the category of misrepresentation in 
order to determine if immunity has been waived. The court stressed 
the fact that plaintiff in his complaint alleged “negligent dissemination 
of misinformation.” It is difficult to see how to avoid calling this 
misrepresentation. 

In presenting their complaints the plaintiffs argued that the Federal 
Tort Claims Act should be so interpreted as to impose liability on the 
United States in a case like this. It would be difficult to do so with- 
out violating the plain meaning of the words of the Act. But conced- 
ing that there is room for interpretation sufficient to admit the pres- 
ent case, should the court be so liberal? The rule of construction fol- 
lowed in the majority of federal courts is that statutes waiving im- 
munity should be strictly construed. Kendrick v. United States, 82 
F. Supp. 430 (N.D. Ala. 1949). On the other hand, in the Somerset 
Seafood case, supra, the court felt that the Act must be liberally con- 
strued to ward off the evil it was designed to prevent—the practice of 
seeking relief in Congress by private bills. Accord, United States v. 
Yellow Cab Co., 340 U.S. 543 (1951). However this is not one of 
the routine claims that Congress was seeking to avoid. In the back- 
ground were many additional potential claimants, the total flood dam- 
age having been estimated to be about nine hundred million dollars. 
There is no doubt that the court was influenced by this consideration. 
Nor was there any difficulty in ascertaining the intent of Congress, for 
it was pointed out that it was the custom of Congress to extend as- 
sistance in time of disaster on an emergency relief basis, rather than 
on a basis of indemnification. A House Joint Resolution introduced 
in Congress after the Kansas River flood contained a provision for 
indemnification but was tabled. “Congress has never appropriated 
funds for indemnities such as have been provided for here in any 
previous disaster of this kind. . . . This would be a major departure 
from the present concept of Government. . . .” H.R.Rep. 1092 on 
H.J.Res. 341, 82d Cong., Ist Sess. 5 (1951). 

This case represents a timely and important decision circumscrib- 
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ing the responsibility of the Government in its relationship with its 
taxpaying citizens. It has settled the question of whether the Gov- 
ernment can be held liable for a negligent weather report. But its 
holding is broad enough to apply equally to the activities of the Coast 
and Geodetic Survey, the Hydrographic Office, and other agencies 
whose authorized duties include the issuing of warnings or advisories 
to the general public or to a particular class. As a consequence of the 
widespread disaster which followed in the wake of a hurricane which 
struck New England this year, charges were levelled at the Weather 
Burerau by the local interests to the effect that they had not been 
given an adequate warning. However if these persons want indem- 
nification it follows from the instant case that they will have to look 
to Congress and not to the courts. The Government, with its vast in- 
fluence and control over the every day lives of its citizens should bear 
the same responsibility as an individual would, but no more. 
David W. Woods. 


Lasor LAW—FREE SPEECH—EMPLOYER’S REFUSAL TO GRANT 
Union REpLy OPPORTUNITY AFTER VIOLATION OF NO-SOLICITA- 
TION RuLE By EmpLoyer.—Employer’s agent made anti-union 
speeches during working hours on employer’s premises to employees 
a week prior to a pending representation election. A request by a 
union representative, not an employee, for an opportunity to address 
the employees under similar circumstances was denied by the em- 
ployer. Unfair labor practice charges were brought by the union 
before the National Labor Relations Board (NLRB). The Board 
issued a cease and desist order on the ground that the “no-solicitation 
on the premises” rule of the employer, while permissible, V.L.R.B. 
v. May Department Stores, 154 F.2d 533 (8th Cir. 1946), was applied 
discriminatively and therefore constituted an employer unfair labor 
practice under the rule of the Bonwit Teller Case, 96 N.L.R.B. 608 
(1951), aff'd, 197 F.2d 640 (2d Cir. 1952), cert. denied, 345 U.S. 
906 (1953). The employer refused to comply with the Board’s 
order. A petition for enforcement was made by the Board. Held, 
denying enforcement, the employer was not required to relax his 
concededly valid “no-solicitation” rule to allow the union representa- 
tive an equal opportunity to address the employees on the premises 
since the union had adequate opportunity to contact the employees 
elsewhere. Section 8(c) of the National Labor Relations Act 
(NLRA), 61 Stat. 140 (1947), as amended, 29 U.S.C. § 141 et seq. 
(1952) (Taft-Hartley Act), specifically guaranteeing employer free 
speech is not curtailed by the existence of a valid “no-solicitation” 
rule. National Labor Relations Board v. F. W. Woolworth Co., 214 
F.2d 78 (6th Cir. 1954). 

Section 8(a)(1) of the NLRA makes it an unfair labor practice 
for an employer to interfere with, restrain, or coerce employees in 
the exercise of their rights of self-organization and collective bargain- 
ing guaranteed by Section 7 of the Act. A conflict in the courts has 
arisen when Section 8(a)(1), a provision contained in the Wagner 
Act, has been set alongside Section 8(c), a provision added in the 
Taft-Hartley Act, which states: “The expressing of any views, argu- 
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ment, or opinion . . . shall not constitute or be evidence of an unfair 
labor practice under any of the provisions of this Act, if such expres- 
sion contains no threat of reprisal or force or promise or benefit.” 
Section 8(c) is an embodiment of the guarantee of free speech found 
in the First Amendment of the U. S. Constitution. N.L.R.B. v. 
Bailey Co., 180 F.2d 278 (6th Cir. 1950). 

The problem involved here is a facet of the “captive audience doc- 
trine” which has itself undergone much evolution since its incep- 
tion. For a cogent summary of the history of the doctrine, see 34 
Las. Rev. Rep. (Analysis) 30 (1954). In the Bonwit Teller Case, 
supra, the Court of Appeals for the Second Circuit had held that a 
retail mercantile establishment might enforce a broad rule barring 
solicitation on the premises both during and after working hours in 
view of the possibility of interference with customers of the employer ; 
however, when the employer violates his own rule by making an 
anti-union speech during working hours, it would be an unfair labor 
practice to refuse the union an opportunity to reply under similar 
conditions. Free speech was considered not to be involved in the 
case. The NLRB accepted and followed this decision. In re Bilt- 
more Mfg. Co., 97 N.L.R.B. 905 (1951); but cf. Livingston Shirt 
Co., 107 N.L.R.B. 608 (1953) (refusal to grant union equal oppor- 
tunity to reply held not to be an unfair labor practice when employer 
had made anti-union speech in violation of his rule prohibiting solici- 
tation on the premises during working hours). 

The Board in the instant case adopted the trial examiner’s report, 
F. W. Woolworth Co., 102 N.L.R.B. 581 (1953), which was based 
on reasoning precisely the same as that utilized by the Second Cir- 
cuit Court of Appeals in the Bonwit Teller Case and followed the 
Livingston Shirt Co. view, supra. However, the court examined the 
legislative intent incidental to Section 8(c) and found that Congress 
had intended that if the speech itself, considered separately, did not 
constitute an unfair labor practice, conduct linked thereto may not 
be considered to find the speech coercive. 

An understanding of the problems and background underlying this 
case may best be achieved by a brief discussion of the concurring and 
dissenting opinions. Judge Miller, concurring, divided cases involving 
employers’ violation of his own broad “no-solicitation” rule into two 
types: (1) those involving rules prohibiting solicitation during working 
hours; (2) those involving rules prohibiting solicitation during non- 
working hours; and pointed out that the conduct involved here was the 
refusal to permit union solicitation during working hours. A refusal to 
permit union solicitation during non-working hours was considered to 
be another question, one not before the court. Having discussed 
cases in which an employer’s refusal to grant the union an opportu- 
nity to solicit on company property during non-working hours had 
been determined to be an unfair labor practice under certain fact cir- 
cumstances, [see, e.g., Republic Aviation v. N.L.R.B., 324 U.S. 793 
(1945); N.L.R.B. v. Lake Superior Lumber Co., 167 F.2d 147 (6th 
Cir. 1948)], Judge Miller concluded that no provision of the NLRA 
requires an employer to allow a union to speak on company time and 
property even though the employer utilizes company property during 
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working hours for an anti-union speech in violation of employer’s 
“no-solicitation during working hours” rule, Livingston Shirt Co., 
supra; thus no employer unfair labor practice existed in fact under 
the provisions of Section 8(a)(1) here. Judge McAllister, dissent- 
ing, would have enforced the Board’s order on the basis of the rule 
announced in the Bonwit Teller Case, supra. 

The court’s interpretation of the legislative intent, namely, that 
an employer cannot be said to violate Section 8(a)(1) by discrimina- 
tively applying his “no-solicitation” rule in exercising free speech 
guaranteed him by Section 8(c), is weakened when the policy under- 
lying the entire Act is considered. The Senate Report condemns the 
Board’s linkage of unfair practices with the seemingly non-coercive 
permissive speech and subsequent findings that the speech impliedly 
had been threatening, where the other practices were “. . . severable 
or unrelated (Monumental Life Insurance, 69 N.L.R.B. 247) or if 
the speech was made in the plant on working time (Clark Brothers, 
70 N.L.R.B. 60)” Sen. Rep. No. 105, 80th Cong., Ist Sess. 23 
(1947). In the Monumental case the Board had found the speech 
an unfair practice when taken with union-busting acts which occurred 
prior to the speech and which were wholly unrelated to the speech. 
In the Clark case an anti-union speech was made one hour before a 
plant election and the finding was, in view of that fact, that the mak- 
ing of the speech was an unfair practice. The issue of whether it 
was an unfair practice to refuse a union an equal opportunity to reply 
to an employer speech when a “no-solicitation” rule is in effect was 
never raised. 

However, the issue in the Woolworth case discussed here is the 
employer’s refusal of the union’s request for an opportunity to address 
the employees after having himself disregarded his “no-solicitation” 
rule; and, by that refusal, applying his rule against union activities 
on the premises in a discriminatory manner. Trial examiner’s report 
in F. W. Woolworth Co., supra at 585. There was an express find- 
ing that the speech and all other factors concerned were within the 
free speech provision of the NLRA, /d. at 585. 

The Senate bill was predicated on the belief that a fair and equitable 
labor policy would best be achieved by equalizing, in its application 
to labor and management, the existing laws in a manner designed to 
encourage free collective bargaining. SEN. Rep. No. 105, supra at 2. 
The purpose of the Taft-Hartley Act was to prescribe fair and equi- 
table rules of conduct to be observed by both labor and management 
in their relations with one another. H.R. Conr. Rep. No. 510, 80th 
Cong., Ist Sess. 30 (1947). Fairness, equality and responsibility are 
to be the overriding considerations for both labor and management. 
See, H.R. Rep. No. 245, 80th Cong., Ist Sess. 28 (1947): 61 Star. 
136 (1947), 29 U.S.C. § 151 (1952). 

Where the company has a “no-solicitation” rule, an employer may 
not permit solicitation of employees by a favored union and restrict 
another union seeking to organize the plant. N.L.R.B. v. Waterman 
Steamship Corp., 309 U.S. 206 (1940). Nor may an employer allow 
anti-union forces to solicit and restrict pro-union adherents. N.L.R.B. 
v. Harbison-Walker, 135 F.2d 837 (8th Cir. 1943) [Ante Taft-Hart- 
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ley Act]. The N.L.R.B. has held an employer's anti-union speeches 
and leaflet distribution unfair practices since he prohibited pro-union 
activity. Goodall Co., 86 N.L.R.B. 814 (1949) [Post Taft-Hartley 
Act]. Other cases where employer conduct was held violative of a 
“no-solicitation” rule did not involve the free speech aspect. See, 
e.g., Editorial “El Imparcial” Inc., 92 N.L.R.B. 1795 (1951) ; Ken- 
tucky Utilities Co., 83 N.L.R.B. 981 (1949); Macon Textiles Inc., 
80 N.L.R.B. 1525 (1948) ; Allen-Morrison Sign Co., 79 N.L.R.B. 904 
(1948). On the other hand, in the absence of a rule barring solici- 
tation during non-working hours, an employer has not committed an 
unfair practice if he makes an anti-union speech on company time 
and property to his employes and denies a union request for an equal 
opportunity. Livingston Shirt Corp., supra. 

Before and after the Goodall decision, supra, an employer had been 
allowed to disregard the “‘no-solicitation” rule on the theory of per- 
missible speech, and the relationship of free speech to a “no-solicita- 
tion” rule was not considered, although other violations of the rule 
were found. See, N.L.R.B. v. Winona Knitting Mills Inc., 163 F.2d 
156 (8th Cir. 1947); Salant & Salant, 92 N.L.R.B. 417 (1950) ; 
Salant & Salant, 92 N.L.R.B. 343 (1950); Lindley Box & Paper 
Co., 73 N.L.R.B. 553 (1947) ; Grove Regulator Co., 66 N.L.R.B. 
1102 (1946). However, the Bonwit Teller decision recognized the 
inherent discrimination and changed the practice of the Board. Wool- 
worth always strictly enforced its “no-solicitation” rule, and would 
not permit representatives of the union to solicit its employees on 
company property. N.L.R.B. v. Woolworth, supra at 87. 

It is submitted that the holding does a disservice to industrial 
peace and does not achieve a result that is fair, equitable or that 
makes for responsibility in labor relations—the Congressional policy 
behind the Act. A rule promulgated by the employer to protect his 
own interests and then breached in a discriminatory manner is pat- 
ently unfair. This decision, if followed, will induce employer viola- 
tion of a “no-solicitation” rule to conduct an anti-union campaign 
under the guise of free speech; and the unions, in retaliation, will 
attempt to vitiate the rule. Such actions can only lead to labor strife 
and a disruption of the employer’s business, the hope of prevention 
of which gave rise to the broad “no-solicitation” rule in the first 
instance. Sherman A. Kats. 





PATENTS—DIVISIONAL APPLICATIONS—DESIGN APPLICATION AS 
DIVISION OF Prior MECHANICAL APPLICATION.—Appellant applied 
for a design patent on May 28, 1948. The application was rejected 
on a combination of two references. Appellant filed an affidavit to 
swear back of the more recent reference under Rule 131 of the RuLEs 
oF PRACTICE OF THE U. S. Patent Orrice. The affidavit was 
rejected because the reference was published more than one year 
prior to appellant’s filing date. The Oath and Specification of the 
design application stated that it was a division of a mechanical appli- 
cation filed July 30, 1946, and the drawings were identical to those 
in the mechanical application. On this basis, the appellant argued 
that he was entitled to the filing date of the mechanical application. 
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This would have allowed him to swear back of the more recent 
reference since it was published less than one year prior to the filing 
date of the mechanical application. Held, that an application for a 
design patent cannot be a division of an earlier mechanical applica- 
tion so as to entitle the applicant to the filing date of the mechanical 
application. In re Campbell, 41 C.C.P.A. (Patents) —, 212 F.2d 
606, 101 U.S.P.Q. 406 (1954). 

The issue is one that has not been considered by the courts. The 
Patent Office relied on two cases in refusing to allow the divisional 
application in the instant case. In the first of these cases, an appli- 
cant for a mechanical patent filed as a division of a prior design 
application on the same device was denied the benefit of the earlier 
filing date. The design application originally contained a complete 
disclosure and full description of the invention and claimed the 
mechanical structure. The design application was refused considera- 
tion as not claiming proper subject matter for a design and was 
amended to limit it to the design. The mechanical application was 
then filed and in spite of the complete mechanical disclosure in the 
prior design application, benefit of the earlier filing date was denied. 
Ex parte Waterman, 1902 Com. Dec. 235, 100 O.G. 233 (Comm’r 
of Patents 1902). It is interesting to note that the situation in that 
case was the converse of the problem presented in the instant case. 

The second case relied upon by the Patent Office is one in which 
an applicant for a design patent attempted to shift the burden of 
proof as junior party in an interference on the basis of having filed 
a prior mechanical application. The Patent Office held that the appli- 
cant could not get the benefit of the earlier date and the burden of 
proof had been properly placed. McArthur v. Gilbert, 1904 Com. 
Dec. 245, 110 O.G. 2509 (Comm’r of Patents 1904). In that case, 
the earlier date was denied the applicant because, by statute, he could 
not have claimed the subject matter in his prior mechanical applica- 
tion although the disclosure was fully made in that application. The 
case of Hopfelt v. Read, 1903 Com. Dec. 319, 106 O.G. 767 (Comm’r 
of Patents 1903), was one in which an applicant was given the bene- 
fit of the date of an earlier application where he could not have 
claimed the subject matter in his prior application notwithstanding 
the fact that the disclosure was fully made in the first application. 
In the Hopfelt case it was held that in a divisional application the 
applicant may have the benefit of the earlier filing date when a full 
disclosure has been made in the parent application even though, due 
to some rule of Patent Office practice, the subject matter of the 
divisional application could not have been claimed in the parent appli- 
cation. This same reasoning applied to the McArthur case, supra, 
would have brought about an opposite result. 

It has been held that an applicant for a patent may as a matter of 
right amend his parent application by filing a divisional application. 
In re Febrey, 30 C.C.P.A. (Patents) 1099, 135 F.2d 751, 57 U.S.P.O. 
407 (1943) ; Harder v. Hayward, 32 C.C.P.A. (Patents) 1051, 150 
F.2d 256, 66 U.S.P.Q. 51 (1945); Ex parte Hall, 1920 Com. Dec 
56, 277 O.G. 395 (Comm’r of Patents 1920). The case law was 
codified in 1952 with the additional requirement that the first appli- 
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cation must be specifically mentioned in the second. 35 U.S.C. § 120 
(1952). This latter requirement was met in the instant case. 

A divisional application has been allowed where the drawings and 
specification were identical even though the applicant might not have 
had the particular use in mind at the time of the original application. 
The divisional application was allowed on the theory that an inventor 
is entitled to any use to which his invention might be put. Arnold 
v. Langmuir, 17 C.C.P.A. (Patents) 756, 36 F.2d 834, 4 U.S.P.Q. 
114 (1930). 

A divisional application is, of course, improper where it attempts 
to introduce new matter. Dwight & Lloyd Sintering Co. v. Greena- 
walt, 27 F.2d 823 (2d Cir. 1928). Since the drawings were identical 
in both applications of the instant case, however, it is obvious that no 
new matter was introduced in the design application. 

Against this background of case law, the court refused to allow 
division because: (1) the design could not have been claimed in the 
mechanical application, (2) the mechanical application could not be 
amended to correspond to a design application, (3) even if the me- 
chanical application were amended to a design application it would 
have the effect of filing a new application, and (4) drawings of the 
mechanical application without the complete parts of the design 
application would not constitute a constructive reduction to practice 
of the design application. 

The first three reasons are purely procedural technicalities and do 
not squarely face the issue of whether an inventor should be awarded 
the earlier filing date by virtue of his full disclosure in the prior 
mechanical application as evidenced by his use of identical drawings. 

The rule laid down in Arnold v. Langmuir, supra, could have been 
extended to include the circumstances of the instant case. The object 
of the patent law is to secure to inventors a monopoly of what they 
have actually invented or discovered, and it ought not to be defeated 
by too strict and technical adherence to the letter of the statute or by 
the application of artificial rules of interpretation. Smith, Kline & 
French Laboratories v. Clark & Clark, 157 F.2d 725 (3d Cir. 1946). 

Divisional applications have not been dealt with in a hostile spirit 
by the courts. On the contrary, designed as they are to secure the 
patent to the first inventor, they have been favored to the extent that 
where an invention clearly disclosed in an application is not claimed 
therein but is subsequently claimed in another application, the orig- 
inal will be deemed a constructive reduction of the invention to prac- 
tice. Accordingly the later one will be given the benefit of the filing 
date of the earlier, with all of its priority of right. Chapman v. Win- 
troath, 252 U.S. 126 (1920). Interpretation of the patent statutes 
with respect to divisional applications was discussed in Crown Cork 
& Seal Company v. Ferdinand Gutmann Company, 304 U.S. 159 
(1938). The Supreme Court in that case said that no hard and fast 
rule is to be applied in every case of a divisional application. 

In support of its fourth reason the court cited the case of Dietrich 
v. Leaf, 24 C.C.P.A. (Patents) 1138, 89 F.2d 226, 33 U.S.P.Q. 237 
(1937). This case laid down the rule that a drawing of a three 
dimensional object, not contained in any patent application, does not 
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constitute constructive reduction to practice of the subject matter of 
the drawing. The Dietrich case, supra, may be distinguished from 
the instant case by the fact that the drawing in the former was not 
a part of a prior patent application. 

In deciding the instant case the court emphasized the inability of 
the applicant to either claim the design in his original mechanical 
application or to amend his mechanical application to correspond to 
the design application. The rule of the Hopfelt case, supra, would 
not deny the benefit of the filing date of the parent application to a 
divisional application on that basis provided the disclosure of the 
subject matter of the divisional application was fully made in the 
parent application. This requirement was fully met in the instant 
case. 

It is suggested that the holding in the instant case was an unneces- 
sarily narrow interpretation of the rules relating to divisional appli- 
cations. This holding denies to an inventor the benefit of a date on 
which he has in fact disclosed a design in a patent application draw- 
ing filed in the Patent Office. Where, as here, the design applicant 
uses the same drawing and his Oath and Specification recite that the 
application is a division of a prior mechanical application, there seems 
to be no reason in logic or at law for denying the filing date of his 
mechanical application. Fredrick H. Braun. 


PATENTS—METHOD OF TREATMENT OF HUMAN Bopy HE Lp Pat- 
ENTABLE.—Appellant’s claims in an application relating to a method 
‘of injecting fluids into the human body were rejected as being directed 


to subject matter outside the statutory class of patentable methods 
enumerated in 35 U.S.C. § 101 (1952). The rejected claims recited 
a method of injecting medicaments into the body with a pressurized 
fluid jet of sufficient velocity to penetrate the epidermis and underly- 
ing tissue. Appeal was taken to the Patent Office Board of Appeals. 
Held, methods of treating the human body are proper subject matter 
of patent claims despite a line of prior cases holding to the contrary. 
The Examiner’s decision is reversed and the prior cases holding all 
such methods unpatentable are expressly overruled. Ex parte 
Scherer, 103 U.S.P.Q. 107 (Pat. Off. Bd. of Appeals 1954). 

The principal issue in this case is whether or not methods in 
which the subject matter treated is the human body are ipso facto 
unpatentable and excluded thereby from the statutory classes of pat- 
entable subject matter. The Board concluded that nothing in the 
patent statutes excludes such methods, and expressly overruled prior 
decisions holding all such medical or surgical methods unpatentable, 
per se, merely because they involved treatment of the human body. 

The holding in the instant case is significant in that it reverses a 
doctrine of long standing. In an early case, methods of treatment 
of the human body were characterized as abstract discoveries lacking 
the degree of certainty of results which was essential to patentable 
processes. Ex parte Brinkerhoff, 24 Ms. D. 349 (1883) [reprinted 
in 27 J. Pat. Orr. Soc’y 797 (1945)], aff'd, Pat. App. No. 70 (un- 
reported decision, NATIONAL ArcHIveEs, Records of the Supreme 
Court of the District of Columbia). 
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In a prior decision, the classical requirements of patentable proc- 
esses were enumerated as including one or more acts performed upon 
definite subject matter to produce a given result, or for the purpose 
of reducing it to a different state. Cochrane v. Deener, 94 U.S. 780 
(1877). <A second oft-cited decision, which antedated the Cochrane 
case by fifteen years, reiterated the unpatentability of abstract dis- 
coveries of principles of nature. Morton v. New York Eye Infirmary, 
5 Blatch. 116, 2 Fisher 230, Fed. Cas. No. 9865 (1862). In the 
Morton case it was held that method claims directed to the admin- 
istration of ether to induce anesthesia were unpatentable, and the 
claims involved were invalidated. 

In the Brinkerhoff case, supra, which was expressly overruled by 
the majority in the instant case, the condemnation of patentability 
of methods of treatment involving the human body as being incapable 
of producing a certain result, and as mere discoveries, gave rise to 
the frequent citation of that case combined with either the Cochrane 
or Morton case. In affirming the Examiner’s rejection of claims in 
the Brinkerhoff case, which were directed to a method of using surgi- 
cal instruments, it was held that in every case reasonable certainty 
should exist that the invention sought to be patented would produce 
a certain result, and that no such certainty could ever be attributed 
to any mode of treatment used by physicians in curing diseases. The 
decision further held that methods of treatment of diseases by physi- 
cians were not patentable, but rather were discoveries which fell 
within the class of discoveries held nonpatentable in Morton v. New 
York Eye Infirmary, supra. The case has been criticized by the 
commentators. See Fellner, Patentability of Therapeutic Methods, 
28 J. Pat. Orr. Soc’y 90 (1946). 

It is noteworthy that the narrow point in issue in the Brinkerhoff 
case was the patentability of claims to a method of using patented 
surgical instruments and that the instruments could only be used in 
the way described in the application. The logic of a rejection based 
on the grounds that the claimed process was merely the necessary 
function of the apparatus used in carrying out the alleged process 
would appear to have been unassailable. 

Interpretation of the Brinkerhoff decision within the Patent Office 
as a mandate of nonpatentability of method claims involving treat- 
ment of the human body became commonplace. For instance, where 
the appealed claims were directed to a method of treating skin infec- 
tions which included irradiating the affected area of the skin with 
light rays from a selected region of the spectrum, the Patent Office 
Board of Appeals concurred in the Examiner’s rejection of the claims 
as nonstatutory under the doctrine of the Brinkerhoff decision. Ex 
parte Appeal No. 2648, Case No. 181 (1945); 27 J. Pat. Orr. 
Soc’y 797 (1945). And, where the patentee’s claims to a method 
of administering hormones by subcutaneous implantation of the hor- 
mone pellets within the human body were rejected, the Board of 
Appeals in an unreported decision affirmed the Examiner’s rejec- 
tions taking the view that, in addition to lacking invention, the claims 
were nonstatutory as relating directly to a medical treatment of the 
human body. This unreported decision was affirmed only on lack 
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of invention in In re Saunders, 33 C.C.P.A. (Patents) 1001, 154 
F.2d 693, 69 U.S.P.Q. 341 (1946). 

However, where the allegation that methods of treatment of the 
human body constitute nonstatutory subject matter has actually been 
litigated as an issue in the courts, different results have been ob- 
tained. The validity of a claim enumerating the steps of isolating 
streptococci specific to scarlet fever, growing them in a suitable 
medium, obtaining a sterile toxin therefrom, and injecting the toxin 
thereof into or through the skin of a human body, was attacked as 
being directed to nonstatutory subject matter. The court found the 
claimed method for securing and injecting the scarlet fever toxin into 
the skin of a human being to be the proper subject matter of a pat- 
ent as an operable means or method by which a practical result is 
obtained and held the patent to be valid and infringed. Dick v. 
Lederle Antitoxin Laboratories, 43 F.2d 628 (S.D.N.Y. 1930). In 
a vigorous dissent to the instant case, the holding of the Dick case 
was distinguished on the grounds that the claim there was directed to 
a method of detecting susceptibility to disease, and not to a method 
of medical treatment of the human body as in the case at bar. 

More recently, a decision relevant to the principal case was ren- 
dered in a suit involving a claim directed to a method of treatment 
of bovine mastitis by inserting a smooth slender medicated object 
within the udder of the afflicted animal. The court reiterated that a 
thing to be patentable, must be either an art, machine, manufacture, 
or composition of matter ; and held that a medical or surgical method 
of treatment, otherwise patentable, may be placed in the category of 
an art and therefore within the reach of the patent statute. Martin 
v. Wyeth, Inc., 96 F. Supp. 689 (D. Md. 1951), aff'd, 193 F.2d 58 
(4th Cir. 1951). 

Still more recently, in a suit involving the validity of claims directed 
to a method of hypodermic injection which included expelling a fluid 
after entry into the body at a speed sufficient to cause penetration of 
the epidermis and entry into the subcutaneous tissue therebeneath, 
the claims were held valid. Becton-Dickenson v. Scherer, 106 F. 
Supp. 663 (E.D. Mich. 1952), 94 U.S.P.Q. 138, aff'd, 211 F.2d 835 
(6th Cir. 1954). 

Within the Patent Office, the trend towards combining the criti- 
cism in the Brinkerhoff case of methods of human treatment as being 
uncertain or mere discovery with the holding of the Cochrane or 
Morton decisions seemed to continue. Interestingly enough, the Pat- 
ent Office Board of Appeals did not categorically affirm the Examin- 
er’s rejections in all of such cases. Their refusal to do so appears 
to indicate a gradual weakening of the doctrine and doubt as to the 
propriety of summarily depriving such discoveries of the fruits of 
the patent monopoly. 

In a patent application for a method of shrinking living tissue by 
heating at a controlled temperature to devitalize the tissue cells and 
to stimulate blood and lymph flow in order to promptly absorb the 
devitalized cells, the claims were squarely rejected by the Examiner 
as being directed to nonstatutory subject matter relying on the doc- 
trines of the Brinkerhoff case and the Morton case. The Board of 
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Appeals reversed, distinguishing the facts of the case from those of 
the Brinkerhoff and Cochrane cases. The validity of the doctrines 
of the latter mentioned cases wes not questioned. It was held that 
the claims satisfied the classic definition of a process given in the 
Cochrane case, and that the procedure outlined in the specification 
was sufficient to avoid the criticism of the Brinkerhoff case. Ex parte 
Reinhold Wappler, 26 U.S.P.Q. 191 (Pat. Off. Bd. of Appeals 1934). 

Somewhat later, claims directed to a process of creating fever in 
a human body by the effects of a high frequency field were rejected 
as being obviously drawn to nonstatutory subject matter in view of 
the requirements of the Cochrane case for transforming a definite 
subject matter to a different state or producing a given result and of 
the characterization of such methods as unpatentable subject matter 
in the Brinkerhoff case. Again, the Board of Appeals reversed, 
affirming the applicability of the method claim criteria of the Coch- 
rane case but holding that the trend in recent years was to restrict 
the doctrine so that it was no longer essential to a valid process that 
a definite subject matter be transformed and reduced to a different 
state or thing. It was further held that the production of fever in 
the patient, as the end result of the process, was definite enough to 
avoid the criticism of the Brinkerhoff case, even though the ultimate 
result sought was the curing of disease. Ex parte Kettering, 35 
U.S.P.Q. 343 (Pat. Off. Bd. of Appeals 1937). 

In Ellis v. Coe, Comm’r, 49 U.S.P.Q. 232 (D.D.C. 1941), claims 
for a diagnostic method which recited the measurement of electric 
current flow between a pair of spaced dissimilar electrodes brought 
in contact with the tissues of a living animal organism, such as a 
human body, were declared statutory and within the purview of Rev. 
Stat. § 4886 (1875) [now, 35 U.S.C. § 101 (1952)]. 

In a still more recent case, a claim which recited the process of 
lowering the thrombin level of human blood and lengthening its 
clotting time by administering a regulated quantity of coumarin com- 
pound was upheld by the Patent Office Board of Appeals. Ex parte 
Campbell, 99 U.S.P.Q. 51 (Pat. Off. Bd. of Appeals 1952). 

It is submitted that the decision in the instant case represents the 
final culmination of a series of precedents liberalizing the inequitable 
and restrictive doctrine of the Brinkerhoff case and is sound in over- 
ruling that case. In view of the Patent Office decisions, the holding 
appears to be in keeping with a discernible trend to limit the doctrine 
of the Brinkerhoff case and to justify the conclusion that no real 
basis has ever existed for assuming that Congress intended to place 
methods of treatment of the human body beyond the purview of the 
patent statutes. Even with strict adherence to the classic definition 
of Cochrane v. Deener, supra, no cogent reason exists for not secur- 
ing to the original inventor or discoverer of a method of medical 
treatment the protection of the patent laws. Paul F. Arseneau. 


TAXATION—StTock DIvIDENDS—CAPITAL GAIN OR ORDINARY IN- 
Come?—The Southern Natural Gas Company (Southern) paid to its 
shareholders a cash dividend and a dividend of stock in a subsidiary 
corporation having a fair market value of $8,983,407.75, but with an 
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adjusted cost basis, for purposes of determining gain or loss, of 
$3,199,950. The taxpayer reported as income that portion of the 
fair market value of the stock dividend which he attributed to 
Southern’s earnings and profits and applied the remainder to reduce 
the basis of his Southern stock under Section 115(d), INT. Rev. 
Cope of 1939 [substantially § 301(c), Int. Rev. Cope of 1954]. 
The Commissioner determined a deficiency asserting that the entire 
fair market value of the stock dividend was taxable as a dividend 
under Section 115(a) Int. Rev. Cope of 1939, [substantially 
§ 316(a) Int. Rev. Cope of 1954] arguing that the distributing 
corporation’s $5,774,586.32 of “earnings and profits” (without in- 
cluding therein the amount of appreciation in value of the distributed 
stock) were more than sufficient to cover the cash dividend and the 
adjusted cost basis of the stock dividend distributed. Held, for the 
purpose of determining whether a stock dividend is income or return 
of capital, the cost basis in the hands of the corporation of the dis- 
tributed stock, rather than its fair market value, is to be charged 
against the corporation’s “earnings and profits.” Thus, where, as 
here, the “earnings and profits” exceed the adjusted cost basis of 
the distributed stock, the entire fair market value at the time of dis- 
tribution is taxable income to the shareholder-taxpayer. Commis- 
sioner v. Hirshon Trust, 213 F.2d 523 (2d Cir. 1954), certiorari 
petition pending. 

In the instant case the court was asked to decide whether the stock 
distribution constituted a dividend or a return of capital. In de- 
termining this question it was faced with the problem of whether the 
distributing corporation must regard the adjusted cost basis of the 
stock distributed or the fair market value of the stock as the amount 
to be utilized in reducing the “earnings and profits” of the distrib- 
uting corporation. The excess, if any, of the value of the property 
distributed over the total earnings and profits might then be used 
in the reduction of the basis of the Southern stock in the hands 
of the recipient. The Tax Court below held, favorably to the tax- 
payer, that he was to be taxed on the fair market valuation of the 
stock only to the extent of the earnings and profits of the corporation, 
the excess over this amount to be applied to reduce the basis of his 
stock under Section 115(d) Int. Rev. Cope of 1939. The Court of 
Appeals reversed the Tax Court, holding that the cost basis, in the 
hands of the corporation, of the distributed stock rather than its fair 
market value at time of distribution should be charged against the 
corporate “earnings and profits” in determining the extent to which 
the distributed stock constituted a dividend. Therefore, since South- 
ern’s “earnings and profits” were more than sufficient to cover such 
cost basis, the entire stock distribution constituted a dividend out of 
earnings and profits on which the stockholders were taxable at the 
fair market value under Section 115(j) Int. Rev. Cope of 1939 
[substantially § 301(b) Int. Rev. Cope of 1954]. The court assumed 
that because it was proper to use the adjusted cost basis in reducing 
earnings and profits, it was proper to find that the total amount of 
the dividend was “out of” earnings and profits. Is this assumption 
justified? It is interesting to note that the Third Circuit Court of 
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Appeals independently reached the same result as the instant case, 
on the same facts involving another taxpayer-shareholder of Southern 
Corporation. Commissioner v. Godley’s Estate, 213 F.2d 529 (3d 
Cir. 1954), certiorari petition pending. 

Traditionally the concept of a dividend has been that it represented 
the distribution of earnings. The presence of “earnings and profits” 
was a primary requisite. Section 115(a) Int. Rev. Cope of 1939 de- 
fines a dividend as “. . . any distribution made by a corporation . . 
out of its earnings or profits accumulated after February 28, 1913, 
or out of the earnings or profits of the taxable year. . . .” (Emphasis 
added.) While Congress carefully provided that the return of capital 
was not taxable, it did not, however, clarify the meaning of the 
term “out of earnings and profits” as applied to a dividend distribu- 
tion. Moreover, a search of the legislative history is of no avail, 
such history being, in the words of the court, “wholly unclear.” 
However, it is clear that a distribution must first be out of “earnings 
and profits” and then out of capital. 

The Committee on Accounting Procedure of the American Insti- 
tute of Accountants, ACCOUNTING RESEARCH BULLETIN No. 5, sanc- 
tions the writing up of appreciated assets as “appraisal surplus,” 
treating such as a form of “capital surplus.” This, however, is not 
to be included under “earnings and profits” since no income is real- 
ized. Appreciation in value of property while in the hands of the 
corporation without more, does not increase the corporate earnings 
or profits. LaBelle Iron Works v. United States, 256 U.S. 377 
(1921); see also Elton Hoyt, 2nd v. Commissioner, 34 B.T.A. 1011 
(1936). Section 115(1) Int. Rev. Cope of 1939 makes it clear that 
only realized income can increase “earnings and profits.” Cf. Com- 
missioner v. Wheeler, 324 U.S. 542 (1945); Commissioner v. 
Timken, 141 F.2d 625 (6th Cir. 1944); National Carbon Co. v. 
Commissioner, 2 T.C. 57 (1943); V. U. Young v. Commissioner, 
5 T.C. 1251 (1945). 

Beginning with General Utilities & Operating Co. v. Helvering, 
296 U.S. 200 (1935), the view has been generally held that a corpo- 
ration in distributing property in kind to its shareholders does not 
realize income in the amount of the appreciation—the excess of fair 
market value over its adjusted cost basis—even if its value had been 
written up on the books. 

As to shareholders a distribution in kind has been held to be tax- 
able income only to the extent of “earnings and profits,” without in- 
cluding in such “earnings and profits” the increase due to appreci- 
ation in the value of the assets distributed. Jane E. Bradley v. Com- 
missioner, 9 T.C. 115 (1947); Paulina duPont Dean v. Commis- 
sioner, 9 T.C. 256 (1947); Commissioner v. Timken, supra; Na- 
tional Carbon Co. v. Commissioner, supra; V. U. Young v. Com- 
missioner, supra. 

In the instant case the Commissioner claimed that since the ap- 
preciation in value of the property distributed in kind could not be 
taken into account as increasing the corporation’s “earnings and 
profits” under the doctrine of the General Utilities case, supra, the 
appreciation in value likewise could not be taken into account as de- 
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creasing the corporation’s “earnings and profits.” In other words the 
actual reduction in the “earnings and profits” would be the amount 
of the cost basis of the distributed property—the same amount at 
which the property was carried on the corporation’s books prior 
to the distribution. This accords with recommended accounting pro- 
cedures. See FINNEY, PRINCIPLES OF ACCOUNTING, ITERMEDIATE, 
149 (3d ed. 1946). Finney recommends that the cost basis be de- 
ducted from the asset account and the earned surplus account so 
that the “earnings and profits” would be only reduced by the cost 
basis of the distributed property. 

In National Carbon Co. v. Commissioner, supra, the distributing 
corporation distributed assets with a fair market value in excess of 
the cost basis. They had however sufficient “earnings and profits,” 
without an increase in the amount of the appreciation in value of 
the distributed stock, to offset the fair market value of the distribu- 
tion in kind. The court held that the “earnings and profits” of the 
corporation should be increased to the extent of the fair market value 
of the distribution. The distinction is noted that in the instant case 
the corporation had only sufficient “earnings and profit” to offset 
the adjusted basis of the distribution. 


In R. D. Merrill Co. v. Commissioner, 4 T.C. 955 (1945), the 
Tax Court held that a distribution of property in kind is out of and 
reduces “earnings and profits” to the extent of the cost basis of the 
distributed property. In that case the corporation declared a dividend 
of cash and stock, the stock being considerably reduced in fair market 
value. The stock was first distributed, and the question for the court 
was the extent to which the cash distribution was taxable as a divi- 
dend. That answer depended upon the amount of “earnings and 
profits” left after the distribution of stock, which in turn depended 
upon whether or not the “earnings and profits” were to be charged 
with the cost basis or the reduced fair market value of the stock. 
The Court held that the “earnings and profits” of the distributing 
corporation should be charged with the cost basis of the stock rather 
than merely its lesser fair market value. This case is distinguishable 
from the instant case, but the principle would seem to be correct for 
either depreciated or appreciated property. 

In Beach Petroleum Corporation v. Commissioner, P-H 1946 TC 
Mem. Dec. {| 46,192 (1946), the court concluded that the cost basis 
rather than the fair market value at the time of distribution should 
be deducted. They reasoned that to charge the “earnings and profits” 
with the fair market value instead of a lesser cost basis would create 
a book situation contrary to the facts, and would “. . . result in a 
capital impairment upon the books by the amount of the appreci- 
ation, when in fact no impairment of book capital has occurred. . . .” 

In Guinness v. United States, 73 F. Supp. 119 (Ct. Cl.), cert. 
denied, 334 U.S. 819 (1947), the Standard Utilities Corporation 
distributed to its shareholders 150,000 shares of stock in another 
corporation, having a cost basis of $3,010,000. The shareholders 
shortly thereafter sold the stock for $21,850,000. The majority of 
the court held that the taxpayers’ entire share was taxable. Judge 
Whitaker in a concurring opinion stated: “That this distribution 
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was out of earnings and profits, I have no doubt... . [T]he earnings 
of the Standard Utilities Corporation were $4,361,963.25. The cost 
to the Standard Utilities Corporation of the 150,000 shares . . . was 
not more than $3,010,000. . . . [I]t follows that the distribution 
could not have been out of capital because there were sufficient 
earnings out of which it could have been made.” /d. at 134. 

The court in the case under discussion cites an article by Mr. 
Leonard Raum entitled Dividends in Kind: Their Tax Aspects, 63 
Harv. L. Rev. 593-609 (1950). His thesis is that a property distri- 
bution of appreciated property where the adjusted basis of the asset is 
covered by “earnings and profits” does not impair the capital of 
the corporation. He states that “. . . earnings or profits do not 
measure the extent that distributions are dividends, but merely 
distinguish distributions out of surplus from those out of capital. . . .” 
He states further, “. . . The character of a distribution, however— 
whether it is out of surplus or out of capital, and therefore whether 
it is a dividend—must be determined solely from the standpoint of 
the distributing corporation, and from that standpoint fair market 
value is immaterial.” 

Congress in the 1954 Code attempted to clarify their intentions. 
Section 316(a) of Int. Rev. Cope of 1954 provides that the amount 
taxable as a dividend from a property distribution may not exceed 
the amount of “earnings or profits,” regardless of whether “earnings 
or profits” are sufficient to cover the cost. Congress also in Section 
312(a) of Int. Rev. Cope of 1954 specified that the amount of 
charge to earnings or profits from a property distribution in kind 
would be the cost basis of the property. The committee report 
clarifies this language by stating that if appreciated property is dis- 
tributed then the amount will be taxable only to the extent that 
there are earnings and profits. 

It is submitted from an analysis of the cases, that the court is 
correct in its result, in keeping with sound accounting principles and 
following logically the General Utilities case doctrine. Nevertheless 
the court reaches a result which departs from the view, widely held 
for many years, that distributions are “out of” earnings and profits, 
only to the extent of such earnings and profits. The decision raises 
the question of what the result will be if the distributing corporation 
hasn’t sufficient earnings and profits to offset cost basis, or has no 
“earnings and profits” at all. Homer M. Jensen. 
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Trave Secrets. By Ridsdale Ellis. New York: Baker, Voorhis & 
Co., 1953. Pp. xxvii, 525. $20. 

The author will, of course, be recognized from his earlier work 
Patent Assignments and Licenses, which has proved to be so helpful 
since its publication in 1943, particularly to practitioners specializ- 
ing in patent law. He states in the preface that in the absence of 
contract, the basis for the protection of trade secrets is fair play and 
business ethics, and that the subject has become of increasing impor- 
tance for various reasons, one of which is the development and expan- 
sion in scope of the concept of what constitutes unfair business prac- 
tices. His observations on the increasing importance of the subject 
are verified in decisions rendered since the publication of his book. 
For example, in a recent decision of the United States Court of Ap- 
peals for the Second Circuit, there is mention of a judicial trend “in 
the direction of enforcing increasingly higher standards of fairness 
or commercial morality in trade.”? Thus, in so-called “trade secret” 
cases, the courts have given and will give careful consideration to the 
conduct of the recipient of technical information of a patentable, or 
quasi-patentable character, particularly when disclosure of the infor- 
mation has been invited. The many cases classified and discussed 
by the author should aid the lawyer in advising his client how to live 
up to the standards of fairness governing business relations where the 
receiving of valuable technical and business information is involved. 

The patent laws, of course, provide a guide or standard of conduct 
for the person or company contemplating manufacture of apparently 
new products or the use of methods which depart from well-known 
and conventional practices. If the contemplated manufacture or proc- 
ess falls outside the claim of the existing patents on the subject, any 
member of the public may rightfully proceed, knowing that no wrong 
has been done and that no potential liability is incurred where there 
has been no special relationship with the patentees. Although the 
interpretation of patent claims is somewhat technical in some arts 
and industries, it is at least true that the patent laws provide an estab- 
lished and definite set of rules to follow in deciding what may or may 
not be adopted. 

The author also makes note of another trend of recent years which 
has a bearing on the increasing importance of the subject of trade 
secrets, this being the increasing difficulty in obtaining patents on new 
developments and in sustaining them in the courts. He states that 
emphasis on a “flash of genius” as an essential element of a patentable 
invention has driven many to practice their inventions secretly. It 
might also be observed that such a severe test of patentable invention 
coupled with the difficulty of enforcing a patent may have tended to 


1 Franke v. Wiltschek, 209 F.2d 493, 499 (2d Cir. 1953). In this case the 
court was divided on the extent of injunctive relief which should be accorded 
the plaintiff whose ideas had been appropriated, but both Judge Clark for the 
majority and Judge Frank in dissenting recognized the trend toward enforcing 
higher standards of morality in trade. 
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encourage the appropriation of others’ ideas.? Justice Jackson made 
the observation in his dissent in Jungerson v. Ostby & Barton Co., 
“... that the only patent that is valid is one which this Court has not 
been able to get its hands on.”’* It is probable that most men in the 
business world would regard the more definite rules of the patent 
laws as the more orderly and less confusing means for determining 
the rights of persons and companies in embarking upon apparently 
new manufactures and processes. Because of the overly severe test 
of invention, some courts may have felt restricted in their power to 
grant relief, and in the instances where they found that wrongful 
appropriation had taken place, they have granted relief to the ag- 
grieved party by resort to the old law of trade secrets, and even by 
liberalizing that law within limits, in order to do justice in proper 
cases. 

As is apparent from the cases cited by the author, there has been 
a relaxation in what is required to constitute a “trade secret” which 
will be protected by the courts. More recent cases hold it is not 
necessary for the plaintiff to establish that his design was new and 
novel to the entire world. As the author points out, the courts have 
accepted a sort of “novelty between the parties,” or a “novelty as 
far as the defendant-recipient of the information is concerned,” as 
determined by the change in the defendant’s manufacture or methods 
resulting from the disclosure of the information. 

A more significant relaxation in the requirements of a protectable 
“trade secret” goes to the very name of the subject, the secrecy itself. 
Many early cases deemed this secrecy as an absolute requirement, i.e., 
the idea, article or process must have been kept secret from the entire 
world, and its escape, with or without the consent of the originator 
or owner of the secret, precluded subsequent protection in the courts. 
In more recent cases, there is approval of the language of earlier 
decisions that “. . . too much emphasis has perhaps been placed upon 
the element of absolute secrecy ... and... not enough stress has 
_— laid upon the inequitable character of the defendant’s con- 

kh 

The author mentions the need to widen the interpretation of the 
term “unfair competition” to extend beyond the mere “passing off” 
of goods, and contends that a more descriptive phrase might be “un- 
fair business practices.” The relaxation of the requirements of a 
protectable trade secret, to the extent that complete or absolute 


? That the courts may not favor the same severe test of a property right in 
so-called “trade secret” cases, is indicated by the language of Judge Clark in 
Franke v. Wiltschek where he states: “There may, it seems, be considerable 
danger in stressing in this branch of the law the assumed ability of a ‘good 
mechanic,’ a concept often useful in highlighting the lack of novelty of an 
alleged patent. Even as to patents the capability of that ubiquitous genius has 
been questioned and his destructive effect on the law of inventions somewhat 
deplored. Be that as it may, there is positive danger in resort to the same 
device to justify the marauding instincts of trust violators, since thereby the 
carefully built law of trade secrets may be destroyed as a practical matter and 
such business assets be left open to highjacking from all sides... .” Jd. at 498. 


3 335 U.S. 560, 572 (1949). 
* Franke v. Wiltschek, 209 F.2d 493, 496 (2d Cir. 1953). 
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secrecy is not required, would suggest that the title “trade secrets” 
is too narrow for the range of unfair competition covered in the 
author’s book. 

Lawyers both in the general practice and in the specialized patent 
field will find this book useful because of its compilation and discus- 
sion of a great many cases on this subject. Its use by lawyers may 
encourage higher standards of fairness and morality in business deal- 
ing. Joun W. MAttey.* 


* Member of the Bar of the District of Columbia and of the firm of Cush- 
man, Darby & Cushman. 





